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Christmas, Inventories, and the Labor Market 


In late October, it was clear enough that some kind of 
decline in business activity was in progress. But there was 
little to indicate how far and how fast the decline is likely to 
proceed, and guesses at these two dimensions still cover a 
wide area. Thus far, the decline has been slow and unsensa- 
tional: it has not yet uncovered any radical new weaknesses, 
and at mid-October it was actually running into a few re- 
sistance points—notably, the strength in steel and automobile 
output. It has evidently not begun to accumulate by feeding 
on itself. 

Christmas trade and business inventory policy can certainly 
have a lot to do with what happens to the pace of the decline 
by year end, and whatever happens in these two areas will 
be reflected and perhaps magnified in the labor market. 
Hence, it’s a pretty good idea to keep a close watch in all 
three places. For an informative roundup of what has been 
going on in these areas, see “Christmas, Inventories and the 
Labor Market,” this month’s Business Highlights, starting 
on the next page. 
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How Much Welfare? 


In July, 1948, Great Britain put into effect a system of 
social security for all her citizens from the cradle to the grave. 
In the five years since, costs have mounted and the social 
services have taken bigger and bigger bites out of the national 
budget. And responsible persons have begun to wonder 
where they are headed. The well-reasoned article on page 428 
by a British economist, examines the “aims and ends” of the 
program and asks if the aims are clearly understood. With 
one out of three government dollars going to social welfare 
purposes here in our own country, the need to understand 
clearly what we are doing is important for us too. For if 
the aims are not understood, the ends chosen may work toward 
equalitarianism when it is supposed that they are operating 
toward the relief of poverty. 
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A Graphic Issue 


This might be called the graphic issue of The Business 
Record. On page 402, industrial output and business sales— 
two basic measures of the business trend—are charted, along 
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with eight statistical series “which have, in the past, charac- 
teristically changed their direction in advance of the busi- 
ness cycle.” 


A few pages later a “double truck” gives the graphic 
story of retail sales and inventories for durable and non- 
durable goods stores for 1952 and 1953—and the over-all 
picture for 1947 through to the present. 


A look-in on the important machinery industry is afforded 
on pages 410 and 411. New orders and sales are given for 
1949 on, and the same for backlogs, inventories and inventory- 
sales ratios. There is also a breakdown of man-hour input 
for the various branches of the industry. 


Page 425 presents a study of farm prices vs. parity support 
prices for five important crops: wheat, corn, cotton, rice and 
peanuts. 


And finally, on pages 418-419, our “center spread” picks 
up from the Monthly Labor Review a telling comparison, in 
work time figures, given in some cases in minutes, in others 
in hours or days, of living costs in New York and Moscow, 
anno domini 1953; also how food buying power has fared in 
Moscow since 1928. 


And for those who like their facts in line, bar and pie, 
there are many less-than-page-size charts scattered throughout 
the magazine. 


Using Our Savings 


Tapering defense expenditures and a prospective decline 
in capital outlays have caused business to place increasing 
emphasis on sales to the consumer. But consumers them- 
selves may feel the pinch of sagging production in these 
fields in the form of reduced income. 


Can personal liquid backlogs, now at an all-time high, 
provide the additional funds required to bolster consumer 
demand effectively ? To what extent are current personal 
liquid holdings resistant to withdrawals ? 


Liquid savings totals are composed of assets which differ 
in form and purpose, and embody varying degrees of resistance 
to easy spending. The hard core of the consumers’ pur- 
chasing power reserve is contained in savings deposits, savings 
and loan shares, and United States Government bonds, which 
account for less than two fifths of personal liquid holdings. 
For a detailed analysis of liquid assets and their relevance to 
the consumer market, see page 412. 
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Top panels show two basic measures—one in 
physical volume terms, one in value terms—of the 
course of general business activity. The smaller 
panels chart eight statistical series which have, in 
the past, characteristically changed their direction 
in advance of the general business cycle. 

Industrial production: index numbers, 1935-1939=100, season- 
ally adjusted. Business sales and new orders, durables: billions 
of dollars, seasonally adjusted. Residential and manufacturing 
building: contract awards, thousands of square feet of floor 
space. Raw materials prices: index numbers, 1947-1949=100. 


New incorporations: thousands. Business failures: liabilities, mil- 
lions of dollars. Stock prices: index numbers, 1926=100. 


Sources: Department of Commerce; Bureau of Labor Statistics; 
Dun & Bradstreet; F. W. Dodge Corp.; Federal Reserve Board; 
Standard & Poor's 
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CHRISTMAS, INVENTORIES AND THE LABOR MARKET 


To catch the year-end business atmosphere, these 
are the figures to watch 


tinued to slip slowly downward, with virtually all 

the decline in volume rather than price. The 
decline has been steady, but unsensational: not in 
production, nor price, nor demand has it begun to 
accumulate by feeding on itself. It has, however, 
escaped out of the durables sector, and begun to affect 
some nondurables, notably petroleum and textiles. 
In durables, in fact, the decline may have slowed a 
little, judging from the strength in steel and automo- 
bile output. 

As of mid-October, the general appearance was 
still one of orderly, local adjustments to control fac- 
tory inventory and, in some cases, to align output 
with somewhat lower levels of final demand. The few 
relatively large changes have appeared, not in produc- 
tion or sales figures, but in foreshadowing statistics— 
in new orders and backlogs in durables industries, 
where cancellations of defense and defense-related 
orders have been reducing the total net inflow of busi- 
ness. While both incomes and employment are no 
longer rising, and may now be subsiding a little, they 
have thus far run very steadily through the period 
when the boom has been losing its edge. 


GNP AND DEMAND 


For the third quarter, preliminary estimates of the 
gross national product show a small decline from the 
second quarter. But final demand—total expendi- 
tures by consumers, by government, and by business 
on capital account—continued to rise slowly. How- 
ever, all the rise can be accounted for by the steady 
advance in the price of services, notably rents. 

Output of goods in the third quarter evidently fell 
below the second-quarter rate, with the adjustments 
directed mainly at the flow of goods into inventory. 
Accumulation of business stocks subsided from the 
$8.8-billion annual rate of the second quarter to about 
$5.5 billion. 

One major reason for the orderliness of the de- 
cline thus far is that it has been restricted mainly to 
planned areas: defense production, and production of 
producer durables. The rise in personal consumption 
(the largest major component of gross product) and 
the decline in inventory accumulation (the fastest 
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moving subcomponent of gross product) about offset 
each other in the third quarter. 

Without a pronounced net direction in the move- 
ment of these two components, total business condi- 
tions, at least as measured by GNP, can hardly change 
rapidly. This is no more than saying that unless or 
until there is a major downward shift in the expecta- 
tions of consumers and business that will show up in 
a sudden reduction of their unplanned outlays for 
consumption and inventory, the decline is not likely to 
display the kind of convulsive contraction that is 
associated with the business cycle. 

Collections of so-called “leading” economic series, 
such as the indicators charted on page 402, seem to 
identify midyear (or earlier) as the beginning of a 
decline. But no such simple statistical tricks are 
available for describing its prospective rate and dura- 
tion, and opinion on these aspects of the decline is 
still very diverse. In the absence of anything like a 
consensus, the best places to watch, at least for the 
time being, are consumer markets, inventories, and the 
labor market. 


HOW BIG WILL THE YULE BE? 


By late October, the behavior of personal spending 
was being examined very closely (and without much 
satisfaction) for a clue to the collar size of this year’s 
Christmas. In 1953, perhaps more than in most years, 
the dimensions of Christmas trade could be the 
biggest single factor in the year-end business atmos- 
phere. 

For the third quarter as a whole, personal consump- 
tion expenditures show a moderate advance over the 
second quarter. But the improvement is not all that 
could be wished. More than half the increase was in 
services. And, within the quarter, the month-to- 
month trend in sales of goods was more or less clearly 
down. Retail trade in August (after seasonal adjust- 
ment) declined rather sharply from July, falling to 
the lowest monthly level of the year. The Department 
of Commerce index of rural sales of general merchan- 
dise, which bears watching as a clue to the retail 
impact of falling agricultural income, sank below a 
year ago for the first time in 1953. Of the ten types 
of stores for which sales data are available for August, 


THE GRAPHIC STORY OF RETAIL SALES... 
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RETAIL INVENTORIES .. . INVENTORY-SALES RATIOS 
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only automotive outlets showed any sharp increase 
over the comparable month of 1952. 

In September, the retail figures declined a little 
further. Department store sales, seasonally adjusted, 
fell below August levels (continuing a decline that 
began in June), and chain stores suffered their first 
percentage decline, measured against year-ago figures, 
in over a year. In September, total retail trade, ex- 
cluding automobiles, was barely equal to 1952. 

Retailers’ reported expectations for Christmas— 
“up to 10% better than a year ago”—amount to expec- 
tations of a new retail boom, since the last quarter 
of 1952 was very good indeed. While retail trade for 
the third quarter as a whole (and including auto- 
mobiles) was about equal to the rate in the last 
quarter of 1952, comparisons measured from this 
September, rather than from the July-August-Septem- 
ber average, are much less favorable. Department 
store sales will have to improve about 5% from their 
September (and early October) rate just to equal last 
year. Apparel stores will have to improve 10%; 
household durables stores, about 7%. Of all major 
types of retail outlets, only automotive dealers can 
get much comfort from the year-ago comparisons. 


ENOUGH MORE SOFT GOODS SPENDING? 


Crucial to the winter outlook for retail trade as a 
whole is whether any lagging in sales of durables 
would be offset by a further rise in spending for soft 
goods. (An affirmative view of this question may 
account for some of the October optimism among 
department store executives.) The pace of automo- 
bile sales slackened slowly in the third quarter, and 
the decline continued into October, according to trade 
reports. Makers of major appliances (refrigerators, 
among others) have been experiencing a slow decline 
in retail demand ever since spring. If these declines 
were to continue to year end, would soft goods finally 
enjoy the boom that has eluded them during the past 
year of relative prosperity for hard-goods makers? 


Without making it impossible, a number of factors 
seem to militate against such a switch of buyer inter- 
est. Since the decline which has been taking shape in 
durables markets reflects, in considerable measure, a 
decline of credit buying, the immediate release of 
income for soft goods may be small or negligible. It 
might also be noted that expenditures for services 
have been rising at about a $5-billion annual rate, and 
are likely to continue rising throughout the fourth 
quarter and into 1954. Since the beginning of the 
year, the quarterly addition to service expenditures 
has amounted to about 5% of expenditures for all 
durables, and much of the rise is attributable to the 
rise of rental payments. It is possible that this 
group of expenditures, rather than soft goods, would 
absorb the bulk of any decline in consumer outlays 
for hard goods. As a group, service expenditures 
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tend to lag behind the business cycle: that is, they 
tend to continue rising for some time after incomes 
and expenditures for goods have turned down. In 
short-lived recessions—1938 and 1949—they rose 
without interruption.1 


WHO IS BUYING FOR INVENTORY? 


In the atmosphere of short-term concern and cau- 
tion within which business has been operating for the 
last half year, it may be somewhat surprising to find 
that inventories continued to grow in the third 
quarter. With about $80 billion on the shelves, who 
wants more? Is the growth “involuntary,” in the 
sense that it represents deliveries against orders which 
business would be happy to cancel if it could? 

On the evidence available now, the answer to the 
second question is “no.” And the reason seems to be 
that while aggregate growth in stocks has been im- 
pressive since the steel strike, the locus of the growth 
has shifted rapidly from industry to industry. 

For example, between the first and second quarters 
of 1953, when the annual rate of accumulation swung 
sharply upward, accumulation in durables industries 
apparently declined by as much as 25%. The upward 
surge of the total rate reflected the sudden reversal of 
inventory policy in nondurables from rapid liquida- 
tionin the first quarter to accumulation in the second 
quarter, with the net reversal adding about $7 billion 
to the annual rate of inventory growth. 

In fact, if a pronounced rise in retail automotive 
stocks in July be excluded, total accumulation among 
durables industries, at manufacturing, wholesale and 
retail levels, has been slowing steadily ever since late 
1952, and is now running (as of August) at about a 
$2 billion-$3 billion annual rate. By all indications, 
production adjustments in durables have achieved 
their purpose of arresting unjustified growth of stocks. 


This sliding correction in durables accumulation, 
achieved over an eight-month period, has given that 
sector much more of the appearance of strength than 
it is generally credited with. Despite considerable ag- 
gregate accumulation in the period since the steel 
strike, it is still very hard to find any inventory-sales 
ratios in the durables manufacturing area that look 
badly out of line. In none of the twelve durables 
manufacturing subgroups for which inventory-sales 
data are available was the August ratio higher than 
"in the beginning of 1952, and in many cases it was 
conspicuously lower. This is not to say that all is 
necessarily well in the durables industries. If new- 
order rates continue to decline, inventories would 
doubtless begin to drain off. But caution in 1953 has 
at least prevented the piling up of finished stocks that 
brought the costly liquidation of 1951. 


1For some observations on the relation between housing expendi- 
tures and the market for durables, see “Competition in Consumer 
Durables,” The Business Record, September, 1953, p. 368. 
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In soft goods, on the other hand, accumulation has 
been continuing at a relatively rapid rate, partly on 
the strength of optimism about fall. The composition 
of inventory growth has been moving for several 
months in the direction of more concern about soft 
goods and less about hard goods, and in early October 
there were some indications, notably in textiles and 
petroleum, that a somewhat tighter rein on nondur- 
ables output was in the offing. 


THE TURN IN THE LABOR MARKET 


For the cumulative effects of production adjust- 
ments to arrest inventory, or to match output with a 
lower level of final demand, the place to watch is the 
labor market. In recent months the character of the 
market has unquestionably begun to soften. 

In the third quarter, the slippage in the Federal 
Reserve’s production index was roundly confirmed 
by figures on the input of labor in the manufacturing 
sector (see chart). Man-hour input in defense indus- 
tries, which reached a peak early in 1953, began to 
decline at an increasing rate in the second and third 
quarters; labor input in capital goods industries, which 
reached a peak in March of this year, has since been 
declining steadily. 

At least through August, input in raw materials 
industries was moving more or less seasonally, and 
activity in consumer goods industries was well main- 
tained, but in September (figures not charted) these 
components of total man-hours also appear to have 
declined somewhat. 

Since the beginning of the year, the bulk of the 
decline in man-hour input has been absorbed by a pro- 
nounced decline in average weekly hours worked, in 
both durables and nondurables (see chart). Employ- 
ment has remained relatively stable; aggregate un- 
employment figures have stuck at record postwar lows, 
and initial unemployment insurance claims, while 
they have been rising since early September, still do 
not look at all alarming. 

In the past several months, however, this combina- 
tion of trends, while it has not yet led to a rise in 
unemployment, has taken all of the steam out of the 
factory wage bill. Measuring from April to Septem- 
ber, total factory employment was about unchanged, 
but a quarter of a million workers had shifted out of 
high-paid durables into nondurables. And all 13.8- 
million members of the factory work force are working 
considerably fewer hours; in September, the average 
work week fell below forty hours for the first time 
since the steel strike.1 Small wage increases and cost- 
of-living adjustments have not made up the difference, 
and in September average weekly earnings of produc- 
tion workers subsided to the lowest level since Novem- 
ber, 1952. 


1In part because of the coincidence of Labor Day and a religious 
holiday falling in the sample week. 
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Sources: Bureau of Labor Statistics; The Conference Board 


It might also be noted that hours in nondurables 
industries have already subsided to the levels of 
September, 1948, when unemployment in these indus- 
tries began to rise in the 1948-1949 recession. The 
decline in hours worked in durables, while it has been 
just as steep as in nondurables, started from a higher 


level. Even so, by early fall the average work week 
in hard goods was no longer much above the range 
where it has in the past been associated with rising 
unemployment. 
Apert T. SoMMERS 
Business Analyst 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


EVENTS in the financial world continue to remind 
us of the futility of trying to look “into the seeds of 
time.” The bad guessers this time include very nearly 
all of us. Certainly, the Federal Reserve authorities 
are on record with analyses which time has shown 
to be wide the mark, but they have an abundance of 
company. 

A money market which was to be so tight by this 
time as to require further drastic action by the Reserve 
authorities is now confounding the prognosticators 
with an ease, which, though in some part an out- 
growth of further open-market operations of the Re- 
serve system, has persuaded the Treasury to try an- 
other long-term issue—and which, incidentally, is 
causing the bankers and some other lenders to worry 
just a little about opportunities to make full use of 
their funds safely and profitably. 


But surprise has not prevented those who have need 


of funds from taking advantage of their good fortune by 


getting their money more cheaply than they had expected 


to be able to do. 


Of course, this unexpected situation stems in the last 


analysis from the steps taken by the Federal Reserve last 
spring and early summer to pour funds into the market 
by purchase of government obligations and reduce the 
need for reserves by a reduction in the requirements 
imposed upon member banks. These actions served at 
the time to prevent a further tightening of the situ- 
ation. It appeared, however, that hardly more than 
that had been accomplished, and that further steps 
in the same direction would presently be necessary 
to maintain the ease which apparently had become 
desired by almost all interests. 

What has surprised so many people is the fact that, 
with the development of the autumn season, no such 
tightness as had seemed so inevitable has put in an ap- 
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pearance. More specifically, business has not shown the 
disposition to borrow that had been expected this autumn. 
There has, of course, been some increase in loans but 
not nearly so much as late years have taught us to 
expect by the first of November. Demand for other 
forms of credit or financing (except the United States 
Treasury) appears likewise to be below one-time ex- 
pectations—and those who still peer into the future 
are disposed to doubt whether future demand will 
meet expectations which were common until rela- 
tively recently. 

The operations of the Reserve system have, of 
course, been confined to the short-term sector of the 
market, but the plentifulness of the funds provided 
there could scarcely fail to have a marked effect upon 
bond prices and yields. At any rate, they have had 
such an effect and in a marked degree. One must sus- 
pect that much of all this has been as surprising to the 


Treasury as to anyone else, but, naturally, the unexpected- 


ness of current developments has not deterred the authori- 


ties. from taking advantage of them to add very modestly 


to the longer-term portion of the national debt. 

It would not be profitable at this point to enter the 
old, old discussion about the relations between the 
Treasury and the Federal Reserve System—what 
they are, or what they ought to be. It seems clear 
enough, however, that the needs of the Treasury have 


not been wholly absent from the minds of those who de- 
termine Federal Reserve policy. And one may add with- 
out fear of contradiction that uneasiness about a possible 
recession in general business has not been wholly absent 


from the thought of these authorities. 
It is obvious that the trend of bond yields and of in- 


terest rates generally in the next few months will depend 
upon the course of business conditions and prospects and 
upon the Federal Reserve's estimate of them. Reduction 


in business activity and a worsening of the outlook 
tend on the whole to produce ease in the money mar- 
ket, although, of course, cross currents are always 
present in such circumstances. 

But fully as important in the present circumstances is 
the fact that the policy of the Reserve authorities will be 
determined by what they think the business outlook is. 
Nothing has been plainer during the past two or 
three months than that these authorities have no in- 
tention of permitting the blame for any recession that 
may come to be placed upon them. 

And in the existing circumstances—so large are our 
holdings of gold and so abundant are government 
issues eligible for Reserve holding, and so extensive are 
the powers of the Board of Governors of the Federal 
Reserve System—the course of money rates can be 
and are determined by Federal Reserve policy. 

It was all but inevitable that events such as those 
that have been taking place in the business world and 
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in the financial district during the past few months 
should revive the old discussions about proper central 
bank policy. Probably, too, one could expect about 
the same old differences of opinion—and all too often 
the old inadequacies of current analyses. At any 
rate, one would certainly have to search long and 
earnestly to find anything new in what is being said 
about these matters today.—F. W. J. 


ECONOMIC NOTES 


Mexican Progress and Problems 


“Since the early 1940’s, Mexico has made rapid strides in 
its drive toward economic improvement. Between 1940 and 
1952 the country’s production of goods and services more 
than doubled, as industry, communications, and the tourist 
trade expanded strikingly. Per capita real income increased 
by more than one half—a particularly impressive achieve- 
ment since the population rose by over 30% during the 
same period. 

“The initial stimulus for this expansion was mainly pro- 
vided by the high level of export earnings and the scarcity 
of imported industrial goods that prevailed during the 
Second World War. In more recent years, government poli- 
cies specifically designed to foster economic development 
and to provide greater incentives for individual initiative 
have become an increasingly important factor in the coun- 
try’s economic growth, although favorable export earnings, 
a sharp rise in receipts from tourism, and substantial inflows 
of foreign capital have also played a major role. The influx 
of foreign capital was in turn facilitated by the absence of 
exchange control, 


“The very pace of Mexico’s advances, however, has sub- 
jected the economy to severe strain. Thus, the growth of 
the various sectors of the economy has often proceeded at 
uneven rates, resulting in the emergence of serious bottle- 
necks in such basic services as transportation and electric 
power. Rapid inflation, moreover, has led to distortions in 
the allocation of resources and tended to produce greater 
inequality in the distribution of incomes, to inhibit savings 
incentives, and to exert recurrent temporary pressures on 
the balance of payments that were often overcome only be- 
cause of favorable factors originating abroad.”—Federal Re- 
serve Bank of New York. 


Bigger and Better! 


“An analysis of listings in the new 1953 Industrial Direc- 
tory of New York State, just published by the Depart- 
ment of Commerce, and of those in the 1937 Directory, 
published by the New York Journal of Commerce, reveals 
that the vast majority of large firms in the city sixteen 
years ago are still operating there and many have grown 
in size. Of greater significance is the fact that an even 
larger number of small firms increased in size during the 
period and can now be classified as ‘large.’”—New York 
State Commerce Review. 
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The machinery industry, which had maintained a 
relatively high rate of activity through the first half 
of this year, entered the second half on a somewhat 
weaker note. New orders, on a seasonally adjusted 
basis, declined sharply; a continued high level of 
shipments drove the backlog of unfilled orders down 
to the levels of early b951; inventories continued to 
mount slowly; and anticipated capital outlays for 
the fourth quarter indicate a contraseasonal decline 
from the third quarter. 


Much of the strength in aggregate machinery pro- 


duction (as measured by man-hour input) during the 


Data on orders, sales and inventories are adjusted for seasonal 
variation. Those on backlogs and capital expenditures are not. 

Sources: Department of Commerce; Securities and Exchange 
Commission; The Conference Board 
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first quarter appears to have been the result of a 
high rate of operations in service and household 
machinery, which includes refrigerators, domestic 
laundry equipment, sewing machines, vacuum clean- 
ers, and other consumers’ durable goods. Certain 
groups of producer durables manufacturers, such 
as the construction and mining machinery industry, 
and the agricultural machinery and tractor industry, 
have been operating at rates substantially below 
those of comparable months of 1952. Activity in 
other groups (metal working machinery, office and 
store machines and devices), while not significantly 
below 1952's rate of operations, has been declining. 


Sources: Bureau of Labor Statistics; The Conference Board 


LIQUID ASSETS AND THE CONSUMER MARKET 


federal outlays for defense declined about 4%, 

according to the Department of Commerce. A 
drop of roughly 5% in the rate of business outlays for 
capital goods in the fourth quarter of this year is also 
indicated by the same agency in a survey of business 
investment plans. 

If the sales gap left by these declines (assuming 
they continue on a significant scale) is to be filled, 
business will have an increasing need to expand its 
volume of transactions with the consumer sector. At 
the same time, however, consumers may be feeling the 
pinch of falling production for defense and business 
investment, and their income may be only stable, or 
even contracting, when they are called upon to in- 
crease their purchases. 

Faced with this contradiction between a possible 
course of consumer income and the desirable course of 
consumer spending, market analysts hopefully look to 
personal savings to supply additional funds required 
to bolster the volume of demand from the personal 


B receza the second and third quarters of 1953, 


sector. But is the consumer likely to tap his savings in 


order to maintain or expand his spending? 


The effect of income deceleration on current saving 
rates has been discussed in a previous article! Past 
experience indicates that consumers respond to in- 
come declines by reducing the unspent share of their 
current receipts. It is the purpose of this article to 
infer, from the state of their asset holdings, the degree 
to which they may further react to a decline in income 
through dissaving—that is, drawing on past accumu- 
lations of assets.? 


TWO KINDS OF DISSAVING 


Dissaving can be voluntary or involuntary. A 
sharp and protracted decline in current income may 
compel consumers to draw on their previously accumu- 
lated reserves in order to pay for the necessaries of 
existence. Thus, negative savings in the deep depres- 
sion years of 1932-1934 were an involuntary response 
to the gaping trough in personal incomes and the wide- 
spread unemployment that occurred in this period. 

On the other hand, a moderate decline in the income 
of an individual, resulting, say, from a decline in hours 
worked, may permit him to cover his day-to-day ex- 


“See Saving—and the Consumer Market,” The Business Record, 
October, 1953, page 378. 

*Obviously, whether asset holdings are drawn on depends not only 
on their size, distribution and composition, but also on the expecta- 
tions of consumers as to their future income and security. 


penses with current receipts. In this case, his dis- 
saving decision is voluntary, in the sense that it is 
confined to the area of postponable purchases. As 
long as unemployment remains relatively low, it is 
this voluntary type of dissaving which is likely to 
be of particular relevance for consumer markets. 
(And in any case, it is obvious that only voluntary 
dissaving has any bearing for consumer durables.) 
This appraisal of the current capacity of the consumer 
sector to dissave is directed mainly at the question of 
voluntary dissaving. 


COMPOSITION OF LIQUID HOLDINGS 


The aggregate size of liquid asset holdings furnishes 
only a rough estimate of consumers’ capacity to dis- 
save. To the hopeful, the $369 billion of so-called 
“liquid” assets! held by the personal sector at mid- 
1953 may appear to constitute a tremendous store of 
unused purchasing power which can be drawn into the 
market place by means of persuasive salesmanship. 
From the point of view of the consumer, however, 
liquid asset holdings, far from being a homogeneous 
whole, vary widely in form and purpose. The com- 
ponents of liquid reserves embody varying degrees of 
resistance to dissaving. 


|. Government insurance accounts for almost 14% 
of current personal liquid holdings. Since 1940, the 
dollar worth of government insurance has increased 
more than sixfold, and its proportionate importance 
in the total of liquid assets has almost doubled. These 
assets are largely compulsory savings, and are not sub- 
ject to voluntary withdrawals; they may be converted 
to consumer funds only when the holder meets age or 
other eligibility requirements. In so far as consumers’ 
capacity for voluntary dissaving is concerned, equities 
in government insurance are of negligible direct im- 
portance. However, the existence of the social secur- 

1Based on Securities and Exchange Commission data. These ex- 
clude the value of individual holdings of corporate securities, since 
reliable data on their value is not obtainable. (Rough estimates by 


On os put their value at the end of 1952 at approximately $200 
illion. 

The SEC fe savings data used in this analysis cover assets of 
unincorporated businesses and nonprofit institutions as well as those 
of consumers. Federal Reserve Board estimates indicate that roughly 
95% of time deposits and saving and loan shares are owned by in- 
dividuals per se, as distinct from unincorporated businesses and trust 
funds. The proportions of other assets owned by consumers were 
approximately as follows at the end of 1952: government securities, 
50%; demand deposits, 69%; currency, 84%. The distribution of 
individual insurance assets is not estimated by the Federal Reserve, 
but these are principally consumer owned. 
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ity benefit system which the reserve supports may 
have had some effect on consumer attitudes toward 
other more convertible asset holdings. The govern- 
ment insurance system, rather than the reserves them- 
selves, may have worked a long-term alteration in the 
saving-dissaving habits particularly of older age 
groups. 

2. Private insurance equities currently account for 
20% of liquid holdings. The dollar value of private 
insurance has more than doubled since 1940, but its 
proportionate importance in the total of personal 
liquid holdings has decreased. In 1940, it accounted 
for 27% of the total. 

Private insurance, while more fluid than govern- 
ment insurance, nevertheless contains in-built resist- 
ance to voluntary liquidation. To the consumer, it 
represents more nearly a purchased asset than a re- 
pository for saving, and while borrowings against or 
cancellations of private insurance policies are cer- 
tainly possible, they are not likely to take place in 
volume to finance postponable expenditures. 

3. Government securities other than United States 
savings bonds likewise account for a significant share 
of personal savings. At midyear, the total of these 
securities owned by individuals amounted to $31 
billion. The relative importance of these assets in 
savings totals declined consistently in the years 1940 
to 1952, from about 14% of the total to 7.8%, but 
it has increased to about 8.5% in the first half of 
1953. In fact, since early in the first half of 1952 
these securities have become increasingly popular as 
a repository for savings, contributing more than one 
third of the upward change in liquid asset reserves in 
the first half of this year. 

Government securities other than United States 
savings bonds are, in the main, investment-type assets. 
As a purchasing power reserve which is likely to be 
drawn upon to finance postponable purchases, they 
are of little value, because of their investment char- 
acter, and for the corollary reason that they are held 
primarily by persons whose incomes are not likely to 
be seriously affected in a short-term business cycle 
movement. 


THE VITAL SECTOR.... 


4. The remaining savings assets—currency, demand 
deposits, savings deposits, saving and loan shares, and 
United States savings bonds—are highly convertible, 
can be drawn upon at will, and form the hard core of 
the discretionary purchasing power reserve. Taken 
together, they constitute the major segment of per- 
sonal liquid holdings. 

Between 1940 and 1953, the share of total savings 
represented by this group of assets increased from 
52% to a current 58%. Their relative growth, how- 
ever, has not been consistent over the years. In the 
period 1943-1950, they accounted for 60% or more 
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of liquid holdings, but since 1950 their importance in 
savings totals has declined somewhat, owing princi- 
pally to a decline in the growth rate of savings bonds 
and demand deposits. Nevertheless, the $214 billion 
of these highly liquid assets held as of midyear con- 
stitute the greatest purchasing power store ever placed 
in the hands of consumers. 

This group of highly liquid components of indi- 
vidual savings is itself heterogeneous in so far as 
spending value is concerned. 


. .- « AND ITS PARTS 


Currency and demand deposits, for example, nor- 
mally represent short-term holdings which are stored 
in anticipation of recurring expenses. During World 
War II, the normal commitment of these savings for 
recurring expenses was interrupted, and both cur- 
rency and demand deposits increased dramatically 
despite the sharply curtailed opportunity for spend- 
ing. Between 1940 and 1945, the percentage increase 
in currency and demand deposits was exceeded only 
by that in savings bonds and government insurance. 
Demand deposits at the end of 1945 were over two 
and one half times their 1940 size, and currency hold- 
ings of individuals had more than tripled. The most 
rapid advances in these components of savings took 
place in 1942 and 1943, when they represented, at 
least in part, accumulated provision for payment of 
sharply increased individual income taxes. In 1944, 
when pay-as-you-go tax collections became fully op- 
erative, the rate of growth in currency and demand 
deposits began to taper. Nevertheless, dollar figures 
continued to mount. 

During the war years, and for some time thereafter, 
these two savings components evidently served a dual 
purpose, acting both as a fund in the financing of 
running expenses and as a highly liquid store of pur- 
chasing power destined for the market place as soon 
as consumer shortages eased. This dual function is 
revealed in the change in the ratio of these asset hold- 
ings to disposable income over the years. As a per- 
centage of disposable income, currency and demand 
deposits increased in magnitude from 1942 through 
1946, when they reached a peak of 47%. Beginning 
in 1947, their size relative to current income receipts 
began to decline, falling to 31% of disposable personal 
income by mid-1953. This is in fact slightly below 
the relationship that prevailed in 1940, which suggests 
that holdings of assets of these forms have reached, 
once again, a level at which their primary purpose is 
to finance current spending. The $77 billion held in 
these forms—representing about 21% of total indi- 
vidual liquid asset holdings—is probably committed 
chiefly to present rather than future expenditures. 

The remaining forms of asset holdings—savings de- 
posits, saving and loan shares and United States sav- 
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ings bonds—are those most likely to supplement cur- 
rent income for purposes of postponable spending, and 
it is this reserve that business must tap if it is to draw 
additional consumer funds in the market. Such 
assets, valued at $137 billion at the end of the second 
quarter of 1953, comprised 37% of individuals’ cur- 
rent liquid holdings. This proportion has remained 
about unchanged throughout the Korean period. But 
while their relative importance within the savings ag- 
gregate has moved little, their cash value has, of 
course, mounted steadily. Both during the Korean 
period and since 1940, they have as a group outstrip- 
ped other liquid assets in dollar growth. Since 1940, 
they have increased more than $100 billion; since the 
end of 1949, about $18 billion. Currency and demand 
deposits have risen by $7 billion since the end of 1949; 
government securities (other than United States sav- 
ings bonds) by $3.5 billion; private insurance by $15 
billion; and government insurance by $11 billion. 

In recent years, the net growth of this aggregate of 
three groups of savings forms has been composed of 
a steadily increasing share of saving in the form of 
savings deposits and savings and loan shares, partly 
offset by a slowing down in savings bond accumula- 
tion. Savings deposits and savings and loan shares 
each accounted for 16% of liquid asset accretions be- 
tween December, 1949, and June, 1953. Since 1952, 
however, savings deposits have been responsible for 
27% of the additions to liquid holdings, and savings 
and loan shares for 22%, while savings bond accumu- 
lations have slowed to 1%. 

The net growth in these forms of savings in recent 
years suggests an enlarged dissaving capacity for the 
consumer sector. While conclusions on this subject 
must necessarily be tentative, it is at least indicated 
that the target to which consumer industries will be 
directing themselves in the event of a decline in con- 
sumer income is larger than it has ever been before.? 


BrEitia SHAPIRO 
Division of Business Economics 


‘An ensuing article will treat the distribution of these holdings 
within the personal sector. 


CONSUMERS’ PRICES 
RELATIVELY STABLE 


HE CONSUMERS’ price index for ten cities 
maintained monthly by Tue Conrerence Boarp 
crawled upward in September. For the third consecu- 
tive month, the all-items figure set a new all-time 
high when it reached 182.8 (January, 1939=100) in 


From ‘50 to the High Point of ’52 and ‘53 
17.1% 


1950 AVERAGE 
TO AUG. 1952 


SUNDRIES 


Source: Ten-city index compiled by The Conference Board 


September. But it was a tiny rise of only 0.1% 
from the August high of 182.6. The purchasing value 
of the dollar was at a new low of 54.7 cents (January, 
1939=100 cents), a decrease of 0.2% from August 
and 1.6% from September, 1952. 

Like the total figure, the component indexes re- 
mained virtually unchanged. The September food 
index was 231.4, an increase of less than 0.05% from 
the August figure of 231.3. Food prices were down 
2.7% from a year ago and 3.8% from their highest 
peak of 240.6 in August, 1952. 


Sundries in Year Leap 


The sundries index for September remained at the 
August figure of 186.2, the all-time high for this 
group. Over the year period, it had the greatest 
increase of all the components, rising 7.0% above 
the September, 1952, figure. Fuel and housefurnish- 
ings each went up only 0.1% from their last month’s 
level. The fuel index, at 136.6, was 2.2% higher than 
last September but below its high level of the first 
months of this year. The housefurnishings index, 
at 161.8, was down 1.6% over the year and well 
below its peak period of midsummer 1951. 


Housing, Clothing Rise Most in Month 


Housing and clothing had the largest monthly 
changes for any group of items. However, they were 
each up only 0.2%, which were not significant in- 
creases. Over the year, housing increased 6.9%, 
reaching the highest level (130.5) ever recorded for 
this component. Clothing prices were virtually un- 
changed from last month and show virtually no Sep- 
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tember-to-September change. The clothing index has 
been very steady over the past year or so and remains 
slightly below its peak period reached in the fall of 
1951. 


Three-month Stability 


For all components, with the exception of sundries, 
price movements have been very steady for the past 
three months. It remains to be seen whether the index 
has indeed reached a plateau from which prices will 
level off or whether some new upward action is in the 
making. 

The stable price activity of the past month was 
also evident throughout most individual items. In 
food, there were small increases in bread and coffee 
prices, but the only strong movements reported in 
food were a general rise in lard prices and a decrease 
in some fresh fruits and vegetables, notably lettuce 
and sweet potatoes. No single item priced in house- 
furnishings, sundries or fuel showed any consistent 
change among the ten cities. An almost insignificant 
decrease on two clothing items—women’s nylon hose 
and men’s work shirts—was generally reported. 


Some Comparisons 


It is of interest to compare the present period with 
the late summer of 1952. At that time, the all-items 
index reached what was for then an all-time high. 
That peak period was characterized by steady rises 
in housing and sundries and a strong rise in food 
prices. In reaching the present high, housing and 
sundries have continued to rise, while food has actu- 
ally decreased from September, 1952. For the first 
time since the ten-city index was started in 1948, a 
high point has not coincided with a high point in food. 
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The difference between the peak period of August, 
1952, and the present peak period is perhaps more 
clearly exhibited by comparing both periods to an 
earlier average—say that for the year 1950. The per- 
centage changes from this benchmark to the 1952 and 
1953 highs are very similar, but the percentage changes 
in the three components of food, housing, and sundries 
are quite different for the two periods. Food increased 
sharply (about 17% from 1950 to August, 1952), while 
both housing and sundries rose less sharply (around 
8%) in the same time. The component percentage 
changes from 1950 to September, 1953, show the oppo- 
site type of movements. In this period, sundries and 
housefurnishings rose sharply, both increasing over 
15%, while food rose about 12%. This is but another 
evidence of the increasing importance of housing and 
sundries on the all-items index. 


PAYROLLS HIGH 


According to the latest Census Bureau estimates, 
civilian employment totaled 62.3 million in Septem- 
ber, about a million below August. This decline was 
largely concentrated in the nonfarm industries, and is 
in large part attributed to students giving up their 
summer jobs. 

Fifty-five million of those employed were listed in 
the nonfarm industries group, a category which also 
includes the domestic and self-employed workers. The 
remaining 7.3 million were agricultural workers. 

About 1.3 million were estimated to be unemployed 
this September—approximately the same as _ the 
number recorded in August. Percentagewise, this 
comes to about 2% of the total civilian labor force of 
63.6 million. 

Joan H. Lev 
Statistical Division 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 


Clothing 


Weighted 4 House- Purchasing 

Date Average of] Food Housing! furnish Sundries | Value of 

All Items Total Men's ings the Dollar 

1952 September.......... 179.9 237.7 122.1 148.4 163.7 135.5 8 164.5 174.0 55.6 
October............. 179.8 236.5 192.7 148.1 163.8 1384.8 .6 163.6 174.4 55.6 
November.......... 180.6 238 .3 123.3 148.2 163.8 135.0 .6 164.8 174.5 55.4 
December........... 179.3 233 .2 124.1 148.2 163.8 135.0 .6 164.7 175.0 55.8 
Annual average...... 179.1 236.1 122.0 149.1 164.9 135.6 a) 165.6 172.6 55.8 

1958 January............ 178.7 230.3 124.9 148.2 163.8 135.1 38 162.7 176.1 56.0 
February........... 177.3 225.2 125.7 148.2 164.0 134.9 3 163.4 176.6 56.4 
March istics. tab ten WHE ME 225.6 125.8 148.4 163.8 135.5 3 163.3 177.4 56.3 

April eanasadeue + ote 177.6 223.9 125.8 148.3 163.5 135.4 4 163.2 179.2 56.3 

MSY Acticin ots 178.4 225.0 129.1 148.4 163.9 135.3 4 163.1 179.3 56.1 
MUTE crete esenstensecvens eases 179.7 228.6 129.4 148.5 164.0 135.3 4 162.3 179.5 55.6 

Uy sees tate he sees 181.0 231.1 130.0r} 148.3 163.6 135.4 6 162.4 180.6 55.2 
PATUBUSUS ceva occ eyers 18% 182.6 231.3 130.2r| 148.3 163.6 135.3 1 161.6 186.2 54.8 
September.......... 182.8 231.4 130.5 148.6 164.1 135.5 1 161.8 186.2 54.7 

Percentage Changes 
Aug., 1953 to Sept., 1953..] +0.1 a | +0.2/ 40.2] +40.3 | +0.1 | +0.1 0 | 0 | +0.1 | 0 -0.2 
Sept., 1952 to Sept., 1953..| _+1.6 Sat +6.9 +0.1 +0.2 0 +2.2 —0.2 +1.2 -1.6 +7.0 -1.6 
1Rents surveyed quarterly in individual cities Includes electricity and gas aLess than +0.05% rRevised 
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FORECASTS 


Construction 


W. W. Townsend, president, Townsend-Skinner & Com- 
pany (in a talk before the Illinois Savings and Loan League, 
September 16) —“The building boom is definitely over the 
hill, aided and abetted by the obvious fact that new family 
formation has been in a decline for several years and will 
probably continue to decline until about 1957.” 


Agriculture 


Department of Agriculture in The Vegetable Situation 
(September-November, 1953)—‘‘With consumer income 
available for spending expected to be fairly close to that of 
1953, demand for vegetables is likely to continue fairly strong 
in 1954 at levels not much different than in 1953.” 


Department of Agriculture in The Livestock and Meat 
Situation (October-November, 1953)—‘A continued large 
slaughter but more price stability for cattle is in prospect 
for 1954. Hog production will increase next year with some 
lowering of prices in the fall as hogs from the larger spring 
pig crop begin to move to market. 

“After four years of expansion the upswing in cattle pro- 
duction has been halted. Cattle and calf slaughter for 1953 
will total around 36 million head .. . and the cattle inventory 
next January will likely be little different from last January. 
The slaughter rate will continue high in 1954, but average 
slaughter weights will probably be a bit lighter. Total beef 
production may be a little smaller than in 1953. Beef con- 
sumption per person . . . may drop slightly in 1954 but will 
stay above 70 pounds.” 

Department of Agriculture in The Dairy Situation (Sep- 
tember-October, 1953) —“‘Consumer demand for milk prod- 
ucts in the United States will be about as strong in 1954 as 
in 1953. Milk production may not increase signficantly over 
the approximately 118 billion pounds in prospect for this 
year, but carry-over of manufactured dairy products into 
1954 will be equal to more than 8 billion pounds of milk, 
about twice the average. Use of milk in regular commercial 
channels and on farms probably will total around 115 billion 
pounds in 1954, as it has in recent years. The large supplies 
in prospect would substantially exceed demand at a price 
approaching this year’s level. Prices received by farmers in 
1954 will be influenced largely by the level at which dairy 
prices will be supported in the marketing year which begins 
April 1, 1954.” 

Department of Agriculture (Agricultural Finance Review, 
October, 1953) —“As a result of continued high production, 
and softened export demand for some farm products, agri- 
cultural prices are lower than a year ago. But production 
costs show little tendency to decline. Severe drought has 
aggravated the situation in large areas of the South and 
Southwest. For the United States, farm income—both gross 
and net—is moderately lower in 1953 than in 1952. Some 


further decline in gross income is anticipated in 1954, but 
realized net income may be near the 1953 level.” 

Department of Agriculture (The National Food Situation, 
October-December, 1953) —‘“‘Food supplies next year are 
likely to be about as large as in 1953, under normal weather 
conditions. Consumer demand for food will continue strong, 
so food consumption per capita and retail food prices are 
not expected to differ much from 1953 levels.” 


General 


Sumner H. Slichter, professor, Harvard University (in 
an address before the National Association of Purchasing 
Agents, October 2) —“I do not believe that a large drop in 
business is likely during the next several months. The reason 
falls into several parts. No significant drop in government 
spending is in immediate prospect (perhaps none at all); 
recent large new contract awards for residential building as- 
sure no substantial immediate drop in that field, and planned 
expenditures of business concerns on plant and equipment 
during the fourth quarter are . . . only about 5% below the 
third quarter. 

“The period beginning about next January is much more 
uncertain, but even after the first of the year, no severe drop 
in business is in prospect.” 

J. Douglas Gibson, supervisor, economics department, 
The Bank of Nova Scotia, Toronto (at the annual meeting 
of the Canadian Chamber of Commerce, September 16) — 
“. .. some decline in United States business activity is quite 
likely in 1954 on the assumption that there is no radical 
change in the international political situation. 

“My reasons are as follows: There is the possibility of a 
decline in the demand and production of durable consumer 
goods. . . . There is also the possibility of a decline in busi- 
ness outlays on new plant and equipment in 1954... [and] 
of some reduction in housing construction from this year’s 
high level. . . . Farm income, though still high, is running 
slightly lower than last year. . . . Inventories, though perhaps 
not excessive in relation to sales, are of record proportions. 
... When it comes to defense, a slight decline in expenditures 
—just a few per cent—is expected from recent levels. How- 
ever, the outlays will undoubtedly remain very large and we 
cannot overlook the possibility of an increase in international 
tension which might add to such spending. . . . However, the 
impact of the defense program on the United States economy 
appears to be lessening to some extent because the related 
expansion of capital facilities is in many directions completed 
and the building up of stocks and goods in process to support 
production is no doubt well advanced.” 

Casimir A. Sienkiewicz, president, Central-Penn National 
Bank, Philadelphia (speaking before the American Bankers 
Association, September 21)—‘“The current picture shows 
that the business boom continues. Production, employment, 
income, and trade have been at peacetime record levels. The 
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defense program must go on, though its form may be changed 
somewhat as a result of the Korean truce. But certain 
changes in prices, decline in farm income, and the behavior 
of the stock market foreshadow corrective adjustments in 
inventories, prices, costs, as well as in productive processes. 
These adjustments may result in a business setback over the 
turn of the year but not in any serious recession. We are 
in a buyers’ market; and upon completion of the correction, 
business again should be good.” 


Leon H. Keyserling, former chairman, Council of Econom- 
ic Advisers (in an address at the sales conference of Frank 
H. Lee Company, September 29) —“. . . our short-run eco- 
nomic future—say from now until the middle of 1954—while 
it will be marked by some problems of readjustment in some 
areas, is reasonably bright, and can be made very bright by 
intelligent action. I think that the long-run economic out- 
look is excellent if we make the most of our clear opportuni- 
ties, and that, barring a total war, the years ahead within 
the decade of the ’Fifties can witness in the United States 
an unparalleled period of economic stability and growth, 
paced by a rising standard of living for all the people, and 
providing abundant incentives and rewards to every compe- 
tent sector of our economic society.” 


The Journal of Commerce (October 20)—‘Portents for 
1954 at the producer level don’t look too bad. Industry in 
general looks for a slowdown, but is confident it will be gentle 
during the first half of the coming year. Vigorous sales effort, 
new products are counted upon as cushions. . . 


“Much will depend upon the pace of consumer spending 
and the rate of business investment. . . . The downward 
trend of the commodity price level is expected to continue, 
and by next year should affect the cost of living.” 

Douglas H. Bellemore, chairman, department of economics, 
Boston University (in a talk before the American Mutual 
Alliance, September 28) —“In the short run, it seems highly 
unlikely that the Federal Reserve Board’s index of industrial 
production will drift below 230 during the remainder of 
1953. . . . However, even if business volume is maintained, 
profit margins may be squeezed to lower and lower levels 
as has occurred in quite a few lines already.” 

E. Sherman Adams, deputy manager, American Bankers 
Association (in an address before the District of Columbia 
Bankers Association, October 19)—‘‘At the outset, let us 
establish the fact that we do not expect a severe depression. 
We have good reasons for that conviction, not just congenital 
optimism—nor a determination to talk cheerfully—for mere 
optimism, of course, and roseate speeches, have little potency. 
... So it may be well to summarize . . . some of the main 
reasons why we are confident that we are not on the brink 
of an economic collapse or anything resembling one. . . 
Our national economy is basically sound. During the past 
several years, many of the weaknesses and maladjustments 
engendered by the boom have already been corrected. . . . 
Our banking system is in strong financial condition. The 
quality of banking assets is high, and their liquidity is ample. 
. .. If business turns downward, we know that the govern- 
ment and the Federal Reserve System will promptly adopt 
policies to combat such a trend... . Finally, our best assur- 
ance lies in the flexible, dynamic character of our American 
economy... . These considerations rule out a deep and pro- 
longed depression.” 


Winthrop H. Aldrich, United States Ambassador to Great 
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Britain (in a paper delivered before the American Chamber 
of Commerce in London, September 29)—“The United 
States has always had a dynamic and expanding economy. 
The general direction of the line on the United States eco- 
nomic chart is upward, but as in all such charts it is not a 
straight line. Nothing in the present American economic 
scene would lead any informed observer to see a deep de- 
presion in the offing. Because of recent changes in several 
economic indices, various observers are considering the pos- 
sibility of a mild recession. From the evidence thus far 
available, I do not think that it is certain. On the other 
hand, it cannot be ruled out. 


“One of the most important things to remember, however, 
is that the present United States administration recognizes 
this possibility and is preparing to deal with it, if it occurs.” 

James M. Dawson, economist, National City Bank of 
Cleveland (in a talk before the Cleveland Society of Security 
Analysts, October 13) —“Can we build a case for the propo- 
sition that the recession will be no worse than the ‘aver- 
age’. . .? I think we can and here are the points which I 
feel are most significant: 

“Although output of cars, houses, plant and equipment 
and inventory have been above ‘normal,’ there is no indica- 
tion that excessive supplies of these items exist. That means 
there is no necessity for less than normal production. 

“Economic excesses such as the commodity price inflation 
of 1920 and the stock market speculation of 1929 fortunately 
are missing... . 


“The fact that a recession is expected is encouraging. What 
is expected can be taken in stride. A corollary consideration 
is that businessmen not only expect a recession, they also 
expect a recovery and a long-term upward growth for the 
economy.... 

“The factor that is most encouraging to me is the pros- 
pective relationship of saving and borrowing during 1954 in 
the event a recession is under way. Borrowing will probably 
exceed saving in such a year and that is bullish for business.” 


Defense Expenditures 


Walter Williams, Undersecretary of Commerce (in an ad- 
dress before the Sales Executives Club of New York City, 
September 22) —‘Being realistic as to the kind of world in 
which we presently live, it is not likely that we are too soon 
to reach a time when we shall not be obliged to expend large 
outlays for our national defense. In a word, the decline on 
the part of government expenditures for defense and other 
purposes may be expected to continue, but the rate of decline 
will be such that it is not reasonable to expect too sharp an 
adverse and sudden impact upon the economy because of 
the decrease in government expenditures. Business will al- 
ways adjust itself to gradual changes; it is the sharp, unex- 
pected changes which hurt.” 


The Money Market 


Roy L. Reierson, vice-president, Bankers Trust Company, 
New York City (in a speech before the American Bankers 
Association, September 21) —“Aggregate demands for invest- 
ment funds in 1954 may decline somewhat from the high 
levels of the current year. With large personal savings con- 
tinuing, it is probable that we are moving through the cycli- 


(Continued on page 436) 


LIVING COSTS—NEW YORK, MOSCOW—IN WORK TIME 
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4A The average Moscow worker has to labor longer than 


the New York City worker for each of twenty com- 
modities for which the BLS has computed comparable 
data. (Twelve of these are charted here.) Clothing, in 
particular, is very expensive to the average Soviet 
worker, requiring ten to twenty times more work time 
43 in Moscow than in New York. For example, to buy a 

man's wool suit the New York worker would have to 

work three days, the Moscow worker forty-seven days— 
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Note: Moscow work time computed on basis of 5 

official prices and estimated earnings for 1953 almost sixteen times as long. 

pee ese aa aN trea This chart clearly fails to substantiate Soviet press 
prices and average factory earnings—$1. claims that while the economic strength and level of 
hour. Computations are from the July Monthly living there is rising, the worker in the capitalist world 
Labor Review, issued by the Bureau of Labor 


Statistics. is more and more “underfed and poverty-stricken." 
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THE RISE IN MOSCOW FOOD COSTS SINCE 1928 


WEEKLY EARNINGS 


Although hourly earnings in Moscow increased nine- 
fold between 1928 and 1953, food prices generally 
advanced even more sharply. As a result, real earn- 
ings of the average worker in the Soviet Union today, 
in terms of food-buying power, are considerably 
below their level twenty-five years ago. 

This comparison is more striking in light of the price 
cut of April, 1953, and other official price cuts in 
recent years. Potatoes, alone, which were cut 50% 
by the latest decree, are slightly cheaper relative 
to hourly earnings than in 1928. 


Official Soviet data are not available for making 
a similar comparison for other consumer goods, but 
evidence indicates that clothing and footwear prices 
have also risen from 1928 to 1953 at a faster rate 
than money earnings. 
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Note: Food prices for 1928 from People’s Com- 
missariat of Labor, Food prices for 1953 from first 
price-fixing Decree of U.S.S.R. Council of Ministers, 
1947, adjusted for five percentage reductions decreed 
1949-53. They relate to Moscow and exceed aver- 
age prices for U.S.S.R. Earnings are official national 
average earnings in 1928; estimated national average 
earnings in 1953, i.e., 0.29 rubles and 2.94 rubles 
per hour, respectively. 


4 A week’s supply for four-person family, derived 
from actual weekly consumption per person in 1928. 
Approximate amounts: 544 quarts of milk; 6% 
eggs; 21-2/3 pounds of rye bread; 4 pounds of 
sugar; 8 pounds of beef; and 2634 pounds of 
potatoes. 
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As a sole supporter of a family of four, the 
average Soviet worker would have to work 
about 45% longer in 1953 than he actually 
did in 1928 in order to buy the same weekly 
supply of the seven essential foods charted 
here. Today, almost 80%, of his weekly earn- 
ings would be required to purchase the quan- 
tities of these foods which the average Mos- 
cow wage-earner family bought in 1928— 
assuming a 48-hour work week. They took 
55%, of his weekly earnings in 1928. 


These seven items do not include various cus- 
tomary and important foods in the Soviet 
worker's diet, such as cabbage and tea. 

The increased work time required merely to 
feed a four-person family may answer the 
question of why an exceptionally high percent- 
age of Soviet women currently have to work 
outside the home. 


TIME REQUIRED TO BUY 7 FOODS* 
EACH CIRCLE REPRESENTS 8 HOURS 
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The Role of Food in the CPI 


HAVE high food prices been to blame for the rise in the 
BLS consumer price index since the recession of 1949? 
The answer is: for the past two years, no. 

However, the rapid rise in the all-items index from 
February, 1950, to February, 1951, was sparked by food. 
In that period the food index, which had a weight of one 
third or more in the total index, advanced from 96.5 
(1947-1949=100) to 111.9, a jump of 16%, while the 
composite index went up less than 10%. Other impor- 
tant commodity groups, such as transportation, housing 
and apparel, rose less percentagewise than the all-items 
index and thus counterbalanced food price buoyancy. 

In December, 1952, the combined relative importance 
of housing and transportation in the CPI was 43.5%. 
The pressure exerted by the indexes covering these two 
bulky groups, pushing steadily upward, has been prin- 
cipally responsible for the gradual but almost uninter- 
rupted ascent of the total index from February, 1951, 
through the first three quarters of this year. 

The cost of medical care, which carries a weight of 
almost 5%, has also risen strikingly. But the food 
index, although it has fluctuated over a considerably 
greater range than the composite index, in August stood 
less than 2% above its position of February, 1951. For 
the same period, housing showed an increase in price 
of 6.5%, while transportation costs had risen by 12.9%. 

In part because of the lifting of controls, the months 
since April have seen food prices recover from the low 
of 111.5 to which they fell after their high of last 
August. Although from April to September of this year the 


food index rose somewhat more than the all-items index, 
rentals, transportation and medical care have also con- 
tributed significantly to the general upward movement— 
especially in August, with the lifting of federal rent con- 
trols and the increase in New York City’s subway fare. 

Just as different component groups bear varying shares 
of responsibility for rises in the all-items index, so the 
several food subgroups have at different times participated 
to varying degrees in movements of the total food index. 
Fish and meats, especially beef, led the ascent of 1950- 
1951. Although all subgroup indexes rose, such impor- 
tant ones as cereals and bakery products and fruits and 
vegetables lagged somewhat behind the composite index. 

Beginning this year, the BLS has priced restaurant 
meals of the kind purchased by moderate-income urban 
families. This item, which, as of December, 1952, had a 
relative importance of more than 15% in the revised food 
group index, has gone up less since spring than the rest 
of the food items. In fact, the responsibility for the 
2.7% rise in the index for foods at home which occurred 
between April and August this year can be laid at the 
door of one major culprit, pork, and one minor culprit, 
eggs. The beef and veal items continued through July 
the decline which commenced last fall. In August, their 
average price jumped more than 6%, but the end result 
was a net percentage advance from April hardly more than 
that of the total food index. The price of dairy products 
was little above April, and the total index outpaced 
other important subgroup indexes, such as those for fruit- 
vegetable and cereal-bakery products. 


A LOOK AT FARM AND FOOD PRICES 


received by farmers, as computed and published 

by the Department of Agriculture, has drifted 
down almost steadily. It is now about 17% below its 
early 1951 level. At the same time, the food com- 
ponent of the consumers’ price index compiled by the 
Bureau of Labor Statistics stands about 2% above its 
early 1951 level, and has been inching up month by 
month without interruption from April through 
August (a slight dip occurred in September). 

It is the inference, raised by this comparison, of a 
widening spread between prices paid to farmers and 
prices paid by consumers, that has recently inspired 
demands for investigation by official agencies: Why 
has not the substantial drop in farm prices been re- 
flected in the prices paid for food by consumers? 

Since the end of the recession of 1949 there have 
been two periods of increase in the price of food at 


Se February, 1951, the index of prices 


the retail level, as measured by the consumers’ price 
index (1947-1949—100) . 

The first, and much more considerable, advance 
began at the recession low of early 1950 and extended, 
with a minor interruption in the spring of 1952, to 
the record high of 116.6 in August, 1952. The index 
then dipped to a trough of 111.5 in February, 1953. 

A second rise, which has been brief and relatively 
slight, commenced in the spring of this year. From 
April to August the rise amounted to only 2.6 index 
points, or about half the points lost in the August, 
1952-February, 1953, drop. 

Thus, it is not so much the absolute rise in the 
price of food at retail which is noteworthy at this 
time, but rather the fact that the index has risen at all 
while farm prices have gone down. 

The index of prices received by farmers, approxi- 
mately three fourths of which represents food prod- 
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Prices received by farmers have 
fallen much more than the farm 
value of “market basket" 
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The real marketing margin has 
not changed radically over the 
past year 
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Sources: Department of Agriculture; Bureau of Labor Statistics; The Conference Board 


ucts, has displayed a pattern which differs materially 
from that of retail food prices, but which also shows 
some striking similarities. Both series advanced 
strongly from early 1950 to February, 1951, but the 
rate of increase was greater in farm prices. Thereafter, 
instead of continuing to rise, as food prices did, farm 
prices have on the whole declined. 

The decline was interrupted by a slight rise in the 
spring and summer of 1952, and the index hit a rela- 
tive peak in July-August of that year, coinciding with 
the all-time peak in retail food prices. Prices received 
by farmers have since fallen off almost steadily, but 
in January the rate of decline slowed perceptibly; in 
March and in May there were actually slight upturns; 
and the month-to-month drop has generally been 
less pronounced than in 1952. 

The average monthly percentage reduction in the 
level of farm prices was 1.8% from August, 1952, to 
February of this year; from February to September it 
was only 4%. 


SIMILARITY OF MOVEMENTS 


Thus, there was at the beginning of this year a co- 
incidence of a sort between farm prices and food 
prices at retail, in that for both the rate of decline 
- slowed, although for the latter the slowing turned 
into a gradual ascent in the spring. A comparable 
coincidence in the rate of the change occurred in the 
early part of 1951. 

Other points where increases or decreases in the 
rate of change of prices received and of retail food 
prices coincide are observable throughout the period 
from the beginning of 1950 to the present. In the 
crude comparison made possible by the use of the 
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BLS consumers’ price index and the Agriculture De- 
partment’s index of prices received by farmers, there 
appears to be a fundamental correspondence between 
prices of food at farm and at retail. 

In spite of this general correspondence, however, 
the “spread” between the two indexes has obviously 
widened considerably during the last two years. From 
a superficial examination of the figures, it might be— 
and often is—concluded that the answer to the spread 
lies in a sharp increase in marketing charges—costs, 
including profits, in transportation, storage, processing, 
packaging, and merchandising. 


ALSO A STRONG DISSIMILARITY 


However, analysis of the composition of the two 
indexes discloses that there is a substantial lack of 
comparability between them, and that much of the 
widening spread over the past two years is owing not 
to departures in the price movements of common 
components, but to price movements of products which 
appear in only one of the two indexes. 

For example, the farm price index includes a broad 
range of nonfood items such as cotton, wool, feed for 
animals and hay. 

When the nonfood items are extracted from the 
index, the movement of the remainder of the com- 
ponents exhibits a less sharp decline than appears in 
the total index. 

Even with nonfood items removed from the farm 
price index, the two indexes still do not compare 
identical items at two different stages of distribution: 
the items priced in one index in many cases are of a 
different grade and type from their counterparts in 
the other index. For example, the CPI beef price 
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represents choice grade cuts, while the price received 
by farmers for beef cattle is the average for all beef 
cattle sold, including stockers and feeders. The price 
of the latter two types of cattle has fallen very much 
more sharply than has the price of choice cattle; and 
this alone accounts for a small but significant part of 
the widening gap between the two major indexes. 

Finally, the CPI includes certain nonfarm foods, 
such as fish, and certain foods not produced domestic- 
ally, such as bananas. 


USE OF MORE RELEVANT DATA 


In the light of these differences in coverage between 
the two indexes, more relevant data should be used 
for the purpose of establishing comparative price 
movements for farm and food products. The Depart- 
ment of Agriculture compiles an index which purports 
to measure the retail cost of a fixed “market basket” 
of food typically consumed by urban wage-earner and 
clerical-worker families. This index differs from the 
much more widely known CPI index principally in 
that it excludes imported food products and food not 
produced on farms. There are also some minor differ- 
ences in weights’ assigned to priced items. 

As a supplement to this index, the Department of 
Agriculture also compiles a farm price index which 
represents an attempt to price back to the farm level 
the ingredients of its retail “market basket.” For each 
product in the basket, a farm produce equivalent is 
estimated, equal to the average amount of produce re- 
quired for the retail unit. 

Comparison of the retail prices of food in this mar- 
ket basket with the prices of the comparable items at 
the farm level discloses that the absolute price changes 
for individual items have been of about the same mag- 
nitude at the two levels, although in relative terms the 
reduction has been somewhat greater at the farm 
level. 

For example, the retail price per pound of choice 
grade beef dropped from 90.8 cents in the first quarter 
of 1952 to 73.3 cents in the first quarter of 1953, or 17.5 
cents. In the same period, the net farm value fell 
from 64.6 cents to 45.5 cents, or 19.1 cents. 


MARKETING COSTS 


Historically, the cycle in farm prices has greater 
amplitude than prices at the consumer level. This 
is owing to the relative inflexibility in marketing costs, 
which constitute about one-half of the retail food 
dollar. Once marketing charges rise, they tend to re- 
main at their higher levels, and resist any downward 
pressures. 

In general, when the price of a specific commodity 
drops by the same amount at both the farm and retail 
level, the percentage decline is greater at the farm 
level; marketing costs, in dollars, remain unchanged in 


See Walter W. Wilcox, and Willard W. Cochran, “Economics of 
American Agriculture,” 1951, page 315. 


the short term, and increase as a percentage of total 
retail price. 

Comparison of the movement of consumers’ food 
prices as measured by the food component of the 
CPI and as measured by the farm-food market basket 
points up some noteworthy differences. While the food 
index of the CPI is 2% above its level in the first 
quarter of 1951, the market basket index shows no 
change at all. According to the CPI component, food 
prices are 2.4% below their August, 1952, peak; meas- 
ured by the market basket index, they have declined 
about 3.5%. 

Sharper differences exist between the relative move- 
ments of the general “prices received by farmers” 
index and the Agriculture Department’s market basket 
index priced at the farm level. Prices received by 
farmers have gone down 17% since the first quarter of 
1951, while the farm value of the market basket has 
receded only 7%. Measured as the spread between 
the general farm index and the general CPI food index, 
the marketing margin has apparently expanded 
roughly 20% since the first quarter of 1951; but 
measured more accurately by the farm and food 
“market basket” indexes of the Department of Agri- 
culture, the marketing margin has expanded at only 
one third that rate, or about 7%. 


Pure GoLpEN 
Suirtey S. Horrman 
Division of Business Economics 


Municipal Financing 


“The market for new state and local government security 
issues appears headed for a record-breaking five-billion-dollar 
year. Aggregate cash floatations for the first half of 1953 
totaled approximately $2.6 billion, of which refunding is- 
sues amounted to $100 million. In the corresponding months 
of 1952, the total was $2.5 billion, of which $300 million 
were refunding issues. “New capital” issues thus rose 14%. 
The sinking funds and trust and investment accounts of 
state and local governments made some market purchases, 
and retired some maturing issues for cash, thus reducing the 
market impact of the huge volume of new offerings. 


“The very heavy state and local government financing was 
basically an indication of the urgent needs of all levels of 
regional government for capital facilities. However, it ap- 
pears that new financing increased more rapidly than actual 
construction expenditures by state and local governments 
during 1953, just as in 1952. Thus, it would seem to be 
implied that, in the past year and a half, tax money covered 
a smaller proportion of capital outlays than in previous 
years. 

“In part, this development reflects the hesitancy to 
raise taxes on the state and local level, and in part it is the 
result of the growing use of the revenue bond technique for 
financing certain types of capital projects.”—Federal Re- 
serve Bank of New York. 
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Stock and Bond Yields 
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1947 1948 1949 1950 1951 1952 1953 
Bond yields are those of Aaa domestic corporate bonds; stock yields are for 200 stocks Source: Moody’s Investors Service 
SELECTED BUSINESS INDICATORS 


1953 Percentage Change 


Latest Month | Latest Month 
over over 
Month Ago Year Ago 


Item Unit 
September p August 


Production and Business Activity— 


Industrial production, total (S)............ 1935-39 = 100 232 |r 235 ali = lbate, 
Durable/soods (iS) sco cates sce dase es 1935-39 = 100 303 |r 309 |r a) +4.5 
Nondurable goods (S)................00. 1935-39 = 100 195 |r 198 -1.5 +0.5 
INineralse(S) serpa.vonnrnercrerccierotarcickoserorerats 1935-39 = 100 167 |r 167 |r 0 —4.6 

Gonsumer durables (S)!..........005++000: 1947-49 = 100 130 138 BOS Sr lct 

Machine ROOMS teersaa- > salar e- taal. ale +. ss 2. 1945-47 = 100 328.7 |r 299.6 9.7 -10.8 

Construction contracts awarded, residential *| million dollars 507 508 —0.2 =f, 1 

Construction contracts awarded, other?..... million dollars 1,234 893 +38 .2 -18.9 

Petal SANG CS) 6 ois 6 oh nosis ee OEE v's oo Ge oe million dollars 14,040 |r 14,193 |r ale +3.5 

Retail inventories (S)4...............0008. million dollars n.d. 22,161 |r +0.3 +12.2 

Department store sales (S)................ 1947-49 = 100 106 112 -5.4 -1.9 

Department store inventories (S)4.......... 1947-49 = 100 n.d. 131 +0.8 +11.0 

Manufacturing sales (S)................06. tuillion dollars n.a. 25,521 |r Olu +16.5 

Manufacturing inventories (S)4............ million dollars n.d. 46,165 |r +0.8 +7.1 

Manufacturing new orders (S)............. million dollars n.d. 22,924 |r —65 +4.9 

Manufacturing unfilled orderst............. million dollars n.a. 675710 |r =12 -10.0 

Carloadings, total’. ..................008- thousand cars 794 806 -1.5 -6.0 

Carloadings, miscellaneous®................ thousand cars 385 388 —-0.8 -3.3 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 88.9 88.8 +0.1 -6.6 

Wholesale commodity prices, all........... 1947-49 = 100 111.0 110.6 +0.4 -0.7 
ALIN Mere a nk Saat + Meta n 6b e es 1947-49 = 100 97.9 |r 96.4 +1.6 -8.2 
Industrial yy-steh ck Nee doctttes acne. 1947-49 = 100 114.8 |r 114.9 —0r1 +1.4 

Consumers’ price index...............e65. 1947-49 = 100 115.2 115.0 +0.2 +1.0 

Farm parity price ratio................... 1910-14 = 100 92 |r 92 0 -8.9 

Non-agricultural employment.............. thousands 55,044 56,134 =) +0.6 

Wremploymentaoe- me tenes cece eens os ke thousands 1,246 1,240 +0.5 -13.4 

Factory employment (R)...............65. thousands 13,802 |r 13,852 |r -0.4 +2.4 

Average weekly hours worked, manuf’ing (R)|| number 39.6 40.5 —2.2 =3.9) 

Average hourly earnings, manufacturing (R).|| dollars 1.78 ae, +0.6 +5.3 

Personal income (S)7............2.000ee08 billion dollars n.d. 287.0 |r -0.2 +5.8 

Finance and Government— 

Bank debits, outside New York City (R)8...|) million dollars 61,564 59,115 +4.1 +5.6 

Business loans (R)®... 2.0 o 0. cect ec eee nes million dollars 23,071 22,886 +0.8 +7.2 

Consumer instalment credit outstanding (R)‘]| million dollars n.d. 21,058 +1.0 +25.9 

Privately held money supply‘.............. billion dollars n.a. 193.4 +0.2 +3.9 

Federal budget receipts................... million dollars 6,041 4,568 +32.2 -8.3 

Federal budget expenditures............... million dollars 6,119 6,042 +1.3 +0.8 

Defense expenditures...............2-.05- million dollars 4,212 3,916 +7.6 -3.9 

Federal budget surplus or deficit, cumulative" million dollars —4,311 SEL ier See ee SEN SADNI Saaeonell  seaoce 

§ Adjusted for seasonal variation 7Annual rate R Employment, hours, and earnings series have been adjusted to Ist quarter 
1Qutput of major consumer durables 8338 centers 1951 bench-mark levels. Bank debits coverage has been expanded and debits to U. 8. 
*Shipments ®Average of Wednesday figures government accounts and to time deposit accounts have been eliminated. Business 
837 eastern states 10From July 1 to end of month indicated loans coverage has been expanded. Consumer credit data have been expanded and 
4End of month aAugust, 1952 revised. All series are not comparable to earlier data shown. 


6 Average whe a n.a.Not available 

6 Average of 22 daily spot market prices pPreliminary 

Sources: Association of American Railroads; Bureau of Agricultural Economics: Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
National Machine Tool Builders Association; Treasury Department; Tux ConrmrEence Boanp 
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FARMER IN THE NEWS 


ASED on October 1 indications, this year’s vol- 
ume of farm production is expected to be some- 
what below the 1948 peak but about the same as in 
1952, when output was the second highest in history. 


© Crop production may be off slightly from last 
year. This year’s corn output is expected to be 
about 3% below 1952, wheat and tobacco may 
be off by as much as 10%, and cotton output is 
expected to be around last year’s level, perhaps 
up 1%. 

e Production of livestock and livestock prod- 
ucts, especially milk and beef, may slightly 
exceed last year’s figure, and may well reach an 
all-time peak. 


Even though the volume of farm marketings this 
year may equal that of 1952, gross receipts are likely 
to be down by some 5%, owing to lower prices of farm 
products. The sectors hardest hit by price declines 
have been meat animals and cotton. Despite heavier 
marketings of meat animals this year, drastic reduc- 
tions in prices may result in a 10% to 15% drop in 
cash receipts. Cotton cash receipts may be off by as 
much as one third from last year. 

For the year ending on June 30, 1953, total agricul- 
tural exports fell some 30% below the preceding fiscal 
year. The bulk of the decline can be attributed to 
the heavy drop in cotton and wheat (including flour) 
exports, which were off 52% and 36%, respectively. 
(These products accounted for 55% of United States 
agricultural exports in the fiscal year ending June, 
1952. In the year ended last June, their share fell to 
45%.) Exports of tobacco fell 138%. Corn and rice 
shipments abroad rose 43% and 3% respectively. 

The volume of farm exports fell somewhat less 
steeply than dollar shipments. 

About $2.9 billion in price support was extended on 
1952 crops. This is two and one-half times the 
amount extended on either the 1950 or 1951 crop. 
It is not far below the record high of $3.4 billion ex- 
tended on the 1948 crop. 

Supports on wheat, corn, cotton, and tobacco for 
the 1952 crop accounted for about 75% of the total; 
wheat alone represented close to 40%. Large crops 
and curtailment in foreign demand were largely re- 
sponsible for the downward slide in farm prices, which 
in turn led to the increased dependence on the sup- 
port mechanism. 

The farmer’s share of the retail value of the farm 
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food market basket! has slipped a little in the past 
two years, from 48% in 1951 and 47% in 1952 to about 
45% in the first three quarters of 1953. Conversely, 
the marketing margin (the difference between the 
retail cost of the market basket and the farmer’s share) 
has risen from 53% in 1952 to 55%. The farmer’s 
share of retail value has gone down principally 
for meat, dairy products, and fruits and vegetables; 
it has risen somewhat for poultry and eggs. 


’ Surrtey S. Horrman 
Division of Business Economics 


1The market basket contains the average quantities of farm-food 
products purchased for consumption at home by urban wage-earner 
and clerical-worker families in 1952. 


Agricultural Prices 


Source: Bureau of Agricultural Economics 
Ba Price He Parity | Average Dae Change 
Commodity | Bie faired bo gauss | Pures | Received Sept 1 
Sept.15,| 1953 Parity 1952 | Sept. 15 
19538 1958 
Wheat, bu........ Dol 1.92 2.45 78 2.09 -8.1 
Rye; butts. es. ss Dol.}| 1.12 1.68 67 1.73 | -35.3 
Rice (rough), ewt.| Dol.| 4.87 | 5.32 92 5.80 | -8.1 
OTH, DU estes os Dol. 1.50 1.78 84 1.71 | -12.3 
Oats, bu 2or, 2 8. Dol. .714 .878 81 .835|) -14.5 
Barley, bu........ Dol.}| 1.12 1.35 83 1.43 | -21.7 
Sorghum, grain, cwt.| Dol.| 2.26 | 2.68 84 3.02 | -25.2 
Hay, all baled, ton.| Dol. | 20.90 | 26.30 79 | 25.00 | -16.4 
Cotton, American 
Upland, lb....... Ct. | 33.09 | $4.35 96 39.11 | -15.4 
Soybeans, bu...... Dol.| 2.83 | 2.76 84 2.83 | -17.7 
Peanuts, lb........ Ct isis 13.3 83 11.1 -.9 
Flaxseed, bu....... Dol 3.48 | 4.49 78 3.80 | -8.4 
Potatoes, bu....... Dol .989] 1.59 62 2.22 | -55.5 
Sweet potatoes, bu.| Dol.| 2.64 | 2.67 99 .35 | -21.2 
Beans, dry edible, 
Cut SEAR es Dol.| 8.35] 8.81 95 8.48 | -1.5 
Tobacco, flue-cured 
types 11-14, lb...| Ct. | 57.6 5.26 110 51.0 12.9 
Apples, bu........ Dol.| 3.03 | 2.76 | 110 2.56 | 18.4 
Grapefruit, box....| Dol.| 1.87] 1.78 77 .88 | 55.7 
Oranges, bor...... Dol 95 | 3.26 29 1.67 | -43.1 
Lemons, bor....... Dol.| 5.58 | 2.88 192 3.08 | 79.5 
Limes, bor........ Dol.| 6.02 | 6.26 96 5.48 9.9 
Hogs, cwt......... Dol. | 23.80 | 20.10] 118 19.00 | 25.3 
Beef cattle, cwt Dol. | 15.80 | 20.90 76 23.20 | -31.9 
Calves, cwt........ Dol. | 15.50 | 23.20 67 | 24.30 | -36.2 
Sheep, cwt........ Dol.| 6.12 | 10.40 59 8.83 | -80.7 
mbs, cwt........ Dol. | 17.70 | 22.70 78 24.00 | -26.3 
Butterfat, 
in cream, lb...... Ct. | 64.8 | 74.0 88 | 74.3 | -12.8 
All milk, wholesale, 
fi Re c ol.| 4.41 | 4.65 92 5.07 | -13.0 
All chickens, live, 
bike eee Ct. | 24.3 $0.5 80 26.3 -7.6 
Turkeys, live, b...| Ct | 32.4 | $7.9 85 | 33.2 -2.4 
Eggs, dozen....... Ct. | 51.4 47.7 95 48.7 5.5 
ic ee Ct. | 52.9 | 58.2 91 | 52.2 1.3 
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FARM PRICES vs. PARITY AND SUPPORT PRICES 


WHEAT CORN 
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DOLLARS PER BUSHEL 
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PEANUTS 


eve Average prices received by farmers for wheat and _ 
eel corn have dropped below support levels several 
times during the past six years, and substantial quan- 
tities of these two commodities were placed under 
support over this period. However, large percen- 
tages of the 1948, 1949 and 1950 crops of cotton 
went into support despite the fact that the average 
prices received were almost consistently above sup- 
port levels for this period. (See "Why Farmers Sell 
Below Support," The Business Record, May, 1952.) 


6 Source: Department of Agriculture 
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““GNP” is more stable than industrial production . .. 


400 


BILLIONS OF DOLLARS Gross NATIONAL PRODUCT 


CURRENT DOLLARS 
300 


INDUSTRIAL PRODUCTION 
1935-1939 = 100 


200 


GROSS NATIONAL PRODUCT 
1939 DOLLARS 
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Sources: Commerce Department; Federal Reserve 


SERVICE FACTOR 


HOULD 1954 signal a downturn in business, the 

over-all measure of output of goods and services— 

gross national product—is not likely to decline nearly 
so much as the index of industrial production. 

The service component (excluding military services) 
of gross national product! has been rising every year 
since 1933. It ignored the 1949 recession, and the 
even sharper decline in 1938. It could offset much of 
any decline in goods production in 1954. 

In fact, the total value of goods included in the 
gross national product declined in the third quarter 
of 1953, as did the index of industrial production, an 
allied measure. The value of services produced, how- 
ever, continued up in the third quarter, almost off- 
setting the decline in goods output. 

The insensitivity of service output to general busi- 
ness trends goes far toward explaining why GNP 
(both in current dollars and in real terms) shows a 
pattern very different from the industrial production 
index during the course of a business cycle. 

Many services are day-to-day necessities and usu- 
ally are not closely tied to changes in income. Other 
services are contractual in nature (rent, for example) 
and would tend to lag behind changes in business 
activity. 

During the 1949 recession, for example, the indus- 
trial production index (seasonally adjusted) declined 
from a high of 194 during the fourth quarter of 1948 
to a low of 168 in the third quarter of 1949, a loss of 


1The decline in the total services component of GNP between 
1945 and 1946 shown on the accompanying chart was owing wholly 
to the drop in military payrolls. 


. .. Because of “GNP” service components 
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STEADIES GNP 


13.4%. Gross national product (adjusted for price 
change) hit a peak in the fourth quarter of 1948, but 
its subsequent decline was only 1.7%, with a low 
point being hit in the fourth quarter of 1949. 

Between 1937 and 1938, industrial production was 
off 21%, compared with a decline of only 4% in gross 
national product. Again during the Great Depression, 
gross national product fell only two thirds as rapidly 
as industrial production. 

Much of the growth in services is owing to the large 
element of “cycle-proof” components. The bulk of 
service outlays is closely allied to the stock of hous- 
ing, which tends to increase even in periods of reces- 
sion—and perhaps would continue to increase short 
of a prolonged period of depressed economic activity. 
The number of occupied dwelling units continued to 
rise even during the depression of 1929-1933. 

In the absence of any sharp decline in average ren- 
tal, total rent paid is thus not likely to go down in 
periods of declining business; at worst, the fall is 
likely to be much more moderate than for goods 
consumption. 

In addition, there are many housing items which 
are not actual transactions in the market place, but 
are imputed to the total value of services as though 
they were actual monetary transactions. The items 
of imputed rent and depreciation on owner-occupied 
dwellings are particularly cycle-proof in that they are 
automatic and do not reflect conscious decisions on 
the part of the home owner. 


Other service elements such as medical services, 
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local transportation, and education are only mildly 
affected by business conditions. The large element 
of government services, representing the compensation 
paid to government employees, has actually tended 
to run counter to business fluctuations in recent 
decades. 

The goods component of gross national product, 
when adjusted for price change, tends to move much 
more closely with the index of industrial production 
than does total gross national product. The goods 
measures, however, are only roughly similar. The 
index of industrial production measures output at 
the mine and factory level. It measures the physical 
contribution of each particular industry rather than 
the total physical value of the unit produced. Thus, 
the contribution which cotton textile manufacturers 
make to industrial production is in proportion to the 
value textile firms add to the value of the raw cotton, 
rather than to the total value of the fabric. 

The goods component of gross national product, on 
the other hand, includes the value of all farm produce 
as well as mining and factory output. It also includes 
all costs associated with the production and distribu- 
tion of goods, transportation, retail and wholesale 
markups, business services such as utilities, banking 
services and the like. Perhaps the most important 
difference between the two goods measures is the 
inclusion of site construction labor costs in the GNP 
goods component. The value of construction materials 
which move through factory processing is included 
in both goods measures.—A. G. 


BUSINESS BOOK SHELF 


Traffic Management in Industry—Discusses the general 
functions of a traffic department, its organization, per- 
sonnel, and administration. Contains a detailed discus- 
sion of specific duties in connection with rates, expediting, 
intraplant transportation, handling of materials and local 
transportation. Also discusses traffic geography; express, 
mail and passenger service; and the legal aspects of 
traffic and transportation. By Leslie A. Bryan, The Dry- 
den Press, New York, 1953. $5.50. 


Employment and Wages in the United States—An 800- 
page encyclopedia of the American worker and his con- 
ditions of labor prepared by a group of experts in various 
specialized fields under the direction of W. S. Woytinsky. 
This single volume is a storehouse of facts on the labor 
force. The analysis of wages runs the gamut from what 
determines wage rates to the long-run outlook for a con- 
tinued rise in real wages and standards of living, including 
a discussion on the sticky problem of the proper relation- 
ship between wages and productivity. Recommendations 
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by a special committee constitute the final chapter. By 
W. 8S. Woytinsky and associates, The Twentieth Century 
Fund, New York. 1953. $7.50. 


Readings in Business Cycles and National Income—A col- 


lection of writings of leading economists on the business 
cycle, considering both theory and policy. The readings 
are divided into seven groups, covering analyses of past 
cycles, history of cycle theory, economic dynamics, eco- 
nometrics, international aspects of the cycle, the “long” 
cycle and modern cycle policy. Edited by Alvin H. Hansen 
and Richard V. Clemence. W. W. Norton and Co., 1953, 
New York. $5.25. 


Equity Investing by Mutual Savings Banks—An examina- 


tion of the role of equity investments for mutual savings 
banks, together with an extended discussion of techniques 
of managing an equity portfolio for a mutual savings 
bank. August Ihlefeld, President, Savings Banks Trust 
Company, Published by the Savings Bank Trust Com- 
pany, 14 Wall Street, New York 5. 1953. $2. 


Consumer Attitudes and Demand, 1950-1952—A two- 


part monograph, the first part an account of consumer 
attitudes, expectations and intentions during 1950-52; and 
the second an essay on the theory of economic psychology. 
This monograph is based upon data collected indepen- 
dently of the “Survey of Consumer Finances” appearing 
annually in the Federal Reserve Bulletin and makes an at- 
tempt to explore financial attitudes to a greater extent 
than is possible in the Bulletin. By George Katona and 
Eva Mueller, Survey Research Center, University of Michi- 
gan, Ann Arbor, Michigan, 1953 (no price indicated) 


Farm Policies of the United States, 1790-1950: A Study 


of Their Origins and Development— An intensive study 
of our government’s agricultural policies and programs 
and their economic consequences over the years. By Mur- 
ray R. Benedict. The Twentieth Century Fund, New 
York, 1958. $5. 


Competition in the Rayon Industry—“. . . the rayon 


industry is at once an oligopoly and a segment of a larger, 
very highly competitive, market. The latter feature 
severely limits the use of any potential monopoly power 
inherent in the former.”—By Jesse W. Markham, Harvard 
University Press, Cambridge, 1952. $65. 


Economics for You and Me—This book was written with 


the idea that economics can be made easy to read and to 
understand. The intention is to make it useful as well. 
By Arthur Upgren and Stahri Edmunds. The Macmillan 
Company, 1953. $4. 


Activity Analysis of Production and Allocation—A compil- 


ation of papers on optimum allocation of resources toward 
desired economic ends. The authors attack this problem 
by extensive use of modern mathematical tools. Models 
are constructed and used as frameworks for discussion. 
Separate sections of the book deal with the theory of 
programming and allocation, applications of allocation 
models, mathematical properties of convex sets, and 
problems of computation. Cowles Commission Mono- 
graph No. 13. Edited by Tjalling C. Koopmans. John 
Wiley & Sons, Inc., New York. $4.50. 


THE RATIONALE OF THE SOCIAL SERVICES 


By Walter Hagenbuch 
Queens College, Cambridge 


"Until recently," states this British authority, “it was widely 
assumed that the aims and ends of the social services were 
generally understood and accepted and that the problems 
which gave such headaches to the politicians were prob- 
lems of means.'' Now, he continues, "the aims and ends" 
are being seriously reconsidered. Although Mr. Hagen- 
buch's dispassionate analysis of the underlying philosophy 
of social security is directed toward Great Britain, it has 
pertinency for us over here, too. Our public welfare pro- 
grams are currently under a microscope, and we too face 
the problem of how to combine social security with in- 
dividual freedom. In slightly abridged form, the article 
is reprinted from Lloyds Bank Review for July, 1953. 


ISCUSSION of the social services is now be- 
coming more and more a discussion about 
ends. Both inside and outside the House of 

Commons there is a growing body of opinion that 
before we can answer the question, “how can we con- 
trol the cost and increase the efficiency of the social 
services?” we must first answer the questions, “what 
are the social services for, and where are we going 
with our program of social security?” 


HOW FAR WE LOOK AHEAD 


This matter of aims and objectives is really a matter 
of perspective; and the burden of this article is that 
there is not only a choice of aims but a different set 
of aims according to how far ahead we care to look. 
We shall first set out the short-term aims of policy, 
the considerations, that is, which have in fact domi- 
nated political discussion at the time of the budget. 
We shall then lift our eyes from the Finance Bill, so 
to speak, and look out, as the Chancellor occasionally 
permits himself to do and as his opponents delight to 
do, into the middle distance. There we can discern a 
little group of social objectives, or, to use the current 
jargon, a little procession of sacred cows. These are 
the objectives, some of them mutually compatible, 
some not, amongst which we must choose if our 
short-term policy is to be justified. Finally we shall 
gaze out into the far distance and see there two fun- 
damentally conflicting philosophies of the Welfare 


State, the choice between which may well determine 
the future not only of the social services but of our 
whole economic and political society. 


I. Short-term Considerations 


Recent adjustments in the finance of the social 
services have been governed by three principal con- 
siderations. First, there was the obvious need for 
more elbow-room in the budget. By 1949, social 
services expenditure, including subsidies of all kinds, 
accounted for nearly 40% of total central govern- 
ment expenditure. This proportion is, by itself, of 
some significance, but the fact that it was a growing 
proportion made the Chancellor’s task exceptionally 
difficult. Budget decisions are essentially marginal 
decisions—matters of spending a bit more here and 
saving a bit more there—and the health services and 
the food subsidies were clearly crowding out non- 
social-service expenditure. 

Secondly, there was the need to choke off demand 
for scarce resources. Ministers have admitted quite 
freely that they hoped to reduce the demand for 
spectacles, prescriptions and dental services, although 
we had been told that people’s need for these com- 
modities was assessable on medical grounds and ought 
not to be dependent on their price. Mr. Macleod 
himself said in March, 1952: 


“It can be argued that a deterrent charge for health is 
an advantage provided, and only provided, that a switch 
of resources follows. It was because of that that the Leader 
of the Opposition justified the ‘bob on prescriptions’ as it 
is called, in order to reduce the queues at surgeries and 
free the doctors. If that switch can take place, and I recog- 
nize that there are differing views about it, it seems to 
me that these charges are overwhelmingly justified, not 
only economically, but socially and medically as well. 


Thirdly, there was the need to maintain a reason- 
able relationship between insurance and assistance 
payments and the cost of living. Inflation was not 
one of Beveridge’s giants, but it ought to have been; 
for, in time of rising prices, the Chancellor is faced 
with an unfortunate dilemma. If he does not increase 
benefits as the cost of living rises, the pensioners and 
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the unemployed will be reduced to poverty; if he ties 
the benefits to the cost of living, both the budgetary 
problem and the inflation itself will be aggravated. 


SENSIBLENESS OF SHORT-TERM DECISIONS 


Clearly, we cannot make any sensible decisions on 
the basis of short-term considerations alone, however 
dominant these may appear to be at the time. If, 
for example, we decide to limit absolutely the cost of 
the Health Service and the amount of the food sub- 
sidies, we solve the budgetary problem but we inci- 
dentally make fundamental decisions about the pur- 
pose of these services. 


Elastic Demand: | 


Let us analyze the statement quoted above that 
“a deterrent charge for health is an advantage pro- 
vided that a switch of resources follows” and apply 
it to the case of a uniform charge for the cost of dental 
treatment up to a maximum of one pound per year. 
Suppose, first, that the demand proves elastic and falls 
substantially because people had been abusing the 
“free” service. They had conspired with the dentists 
to obtain treatment and dentures which they did not 
urgently need. In this case there is no conflict of 
aims: we relieve the budget, we release scarce re- 
sources, and we do no harm to the consumers. 


Elastic Demand: 2 


Now suppose that the demand proves elastic and 
falls substantially because people who need such 
treatment cannot now afford it. Such people can be 
described as in primary poverty; that is, a condition 
in which their income is not sufficent to provide for 
their minimum needs. In these circumstances, we 
are subordinating one aim of economic and social 
policy, namely the relief of poverty, to two others: 
the easing of pressure on the budget and the release of 
the scarce resources embodied in dental equipment 
and manpower. 


Elastic Demand: 3 


Now suppose again that the demand proves elastic 
and falls substantially, this time because people who 
need treatment, although they could afford it, choose 
to go on spending their money on other things. Such 
people may be described as in secondary poverty. 
Their income is sufficient to provide for their needs, 
but they spend it unwisely and to the detriment of 
their health. Again we are putting the relief of sec- 
ondary poverty lower in our priority list of social and 
economic aims than the release of the scarce resources 
and the removal of pressure on the budget. 


Inelastic Demands: | and 2 


Suppose, however, that the demand proves inelastic 
and that people consume as much dental service as 
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before, but, having to pay for it, spend less on other 
things, which may or may not be “scarce.” We 
achieve the aims of relieving the budget and reducing 
the pressure of demand for furniture or television 
sets or house repairs, but we introduce two new 
principles of social policy: one, that charges for 
social services should be uniform and not related to 
the incomes of the recipients; two, that charges should 
be levied on services for which the demand is inelastic. 
“No one will be hurt by having to pay for the first 
pound of treatment” is the rough justification of this 
policy. 

Finally, suppose that people consume as much 
dental service as before, but that those who cannot 
afford it recover their pounds from the National 
Assistance Board. We are still accepting the relief 
of poverty as an essential aim, but instead of dis- 
criminating by type of service (.e., levying charges 
where they “will not hurt anybody”) we now dis- 
criminate between those who can and those who can- 
not afford to pay—we introduce a means test. 


Il. Longer-term Aims of Policy 


Our case study has thrown up a somewhat confus- 
ing array of objectives, the reconciliation of which 
must determine our policy in regard to the social 
services. The task of reconciliation is the unfortunate 
lot of the politician. We who sit in the gallery, or 
watch these things from a college window in Cam- 
bridge, can assist him in two ways: by pointing out 
that there are several objectives which may not be 
mutually compatible, and by setting them out in an 
orderly manner and indicating the appropriate policy 
in each case... . 

We can, in fact, reduce the aims of social policy to 
five. The first and most widely accepted is the relief 
of primary poverty, or, to use Beveridge’s words, the 
removal of want. The task of the social services then 
falls into three parts: to decide where the poverty line 
shall be drawn, to discover who is below it, and to 
bring them up to it or just above it. 

Our ideas about the poverty line and the subsist- 
ence level may vary from time to time and place to 
place, but the level has to be determined with caution. 
For, wherever we draw it, we find that there are 
large numbers of people living not very far above it, 
so that by raising it we tend to increase dispropor- 
tionately the number of claimants for benefit and 
the total cost of relief. In 1936, for example, Rown- 
tree found that by raising it from about 40s. per week 
to 53s. per week for a family of five he increased the 
incidence of poverty in York from 6.8% to 31.1% of 
the working population. 


DRAWING THE POVERTY LINE 


For the next task, that of discovering who is below 
the poverty line, the assessment may be made on 
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an individual basis or by categories. Individual 
assessment may be more efficient because it aims at 
establishing the precise amount of benefit that is 
necessary to relieve poverty in each case, but it in- 
volves unpopular means tests and takes up the time 
of a rare type of official, the skilled relieving officer. 

Assessment by categories is the method of national 
insurance—we find from the social surveys that the 
principal causes of poverty are sickness, unemploy- 
ment, old age and large families; and we pay, through 
the routine machinery of the Ministry, standard bene- 
fits to any person who can show that he falls into one 
of these categories. Some will receive benefits who 
are not actually in poverty; some who are in poverty 
will not receive them and will go to the Assistance 
Board as special cases. But, by and large, social in- 
surance relieves poverty with reasonable efficiency. 


RELIEF OF POVERTY 


The main point is, however that once we accept 
the relief of poverty as an over-riding aim, any cut in 
the social services must take the form of either lower- 
ing the poverty line or discriminating more effectively 
between those who can and those who cannot afford 
to pay for the means of subsistence. A means test, 
in the widest sense, becomes a logical and an essential 
instrument of policy. 

Much the same is true of the second aim, the relief 
of secondary poverty, which lies at the root of the 
health and education and welfare services. Here the 
social services are provided in kind, not so much be- 
cause the beneficiaries could not afford them (if such 
were the case there would be no reason for not pro- 
viding them in cash) but because the state thinks it 
knows better than the individual what is good for 
him. Again, the efficiency of the services must be 
judged by the precision with which they assess and 
supply people’s needs, and any cuts in the cost of the 
services must take the form either of a stricter assess- 
ment of needs (e.g., by putting up the standard for 
entry to higher education) or of discrimination be- 
tween those who can and will provide adequately for 
their own doctoring and schooling and those who 
cannot or will not. 


TOWARD REDISTRIBUTION 


Thirdly, it appears to be an aim of the social 
services to promote greater equality of incomes. This 
is a fascinating and modern development. No social 
service was ever set up with the avowed object of 
promoting income equality or justified originally on 
this ground, but there has grown up in recent years a 
band of equalitarian crusaders, well represented in the 
House of Commons and the press, who are stubbornly 
antipathetic to any measure that works “regressively,” 
and judge the social services by that criterion alone. 


The most extreme manifestation of this attitude is 
the complaint that people who do not pay any taxes 
obtain no relief when taxation is reduced. In regard 
to the social services it takes the form (which is not 
as paradoxical as it seems) of opposition to equality 
of sacrifice. We are told, for example, that it is wrong 
to charge anybody one pound for dental treatment 
because the rich could afford more, that it is wrong to 
reduce the food subsidies because the rich spend very 
little on bread, and so on. Of course, the relief of 
poverty must necessarily involve some redistribution 
of income, but the relief of poverty and the pursuit of 
equality are not the same thing. If we accept the 
latter as an over-riding aim we impose much more 
severe limitations on the Chancellor when he decides 
to spend more or less on the social services, or to 
modify their structure in any way. 


THE EQUALITARIAN AIM 


Fourthly, there are those who regard the social 
services as primarily a means of socializing the national 
income: of providing free, universal and equal bene- 
fits for all, irrespective of their needs and means. This 
aim was most vigorously put forward in defense of the 
food subsidies, but it applies equally to any kind of 
“basic ration” or “social dividend” . . . [and], if this 
objective is regarded as paramount, services which 
confer different benefits on different individuals or 
categories are out of place. On this basis, no service 
can be called wasteful or inefficient on the ground 
that it benefits the rich as well as the poor. If the 
services have to be cut, we must reduce the bread 
ration all round; if expanded, we must increase it all 
round. No one must have a free orange unless every- 
one can have it, and there can no longer be any ques- 
tion of applying cuts in the services where they will 
hurt least. 


AID TO ECONOMIC POLICY 


Finally, the social services may be used for the 
support of general economic policy. In this case, they 
must be subordinated to it, and the other criteria (re- 
lief of poverty, etc.) may have to be abandoned. Most 
of us would probably maintain that the social services 
ought to stand in their own right and not become the 
handmaid of general economic policy, except in the 
broad sense that they may be too large in relation 
to the national income. But it was part of the Bever- 
idge proposals, and it is written into Section 4 of 
the National Insurance Act, 1946, that insurance con- 
tributions may be adjusted to implement employment 
policy. This is the famous “thermostat” principle, by 
which, in time of depression the Treasury would lower 
insurance contributions and encourage us to spend, 
and, in time of boom, would raise them and force us 
to save. 
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We now doubt the efficacy of this principle and it 
will probably never be put into practice. The saving 
and spending might not be as automatic as the theory 
assumes, and in time of boom the raising of employers’ 
costs and the impetus to wage claims would aggravate 
the inflation. Nevertheless, the danger of inflation 
has been invoked time and again in justification of 
adjustments to the social services. The manipulation 
of pension rates in order to encourage people to re- 
main at work, the use of National Insurance Funds to 
buy up government loans, and the arguments dis- 
cussed above in connection with the budget are all 
examples of the subservience of the social services to 
the needs of general economic policy. 

It only remains to say that, though some of these 
aims may be mutually incompatible, they are not 
mutually exclusive. It is, of course, possible to adopt 
compromise policies in regard to the social services 
which give us a mixture of discriminate and indis- 
criminate benefits, a measure of poverty relief com- 
bined with concessions to economic policy or equali- 
tarian sentiment, and so on. Our purpose has been 
merely to separate out the different aims in order to 
clarify discussion and avoid the kind of argument in 
which people uphold different policies because, with- 
out realizing it, they are making different assump- 
tions about the aims of policy. 


If]. Fundamental Long-term Problem 


If we now look still further ahead, we find that 
beyond our short-term and intermediate aims there 
is a long-term question which has been neglected and 
cries out for serious discussion lest we answer it by 
default. What is to be the eventual place and pur- 
pose of the social services in our society? 

The only answers in recent times have been given 
by the sociologists and by those who, for want of a 
better name, might be called community-idealists. For 
the economist there are three possible points of view 
on this matter. The first is that the social services 
should, in the long run, be self-liquidating. The second 
is that they should be a permanent but not a per- 
vasive feature of our society, a means of dealing with 
problems of maladjustment and abnormality, like a 
police force in a largely law-abiding country. The 
third is that they should be an all-pervasive and a 
growing feature of our economic life. 


A LOOK AT EARLY VIEWS 


Fifty or a hundred years ago most economists 
would have supported the first point of view. Pro- 
fessor Robbins has reminded us in his recent book, 
“The Theory of Economic Policy,” that Senior, while 
admitting that there should be permanent state help 
for certain special classes, such as the blind and the 
insane, regarded other forms of state relief as justi- 
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fiable only if they brought people as quickly as 
possible to a condition in which they would no longer 
require state relief. He regarded even state aid to 
education as self-liquidating in the sense that, after 
the first generation or two had received education, 
parents would appreciate its value for their children 
and give it due importance with food, clothing and 
shelter in the family budget. 

Here is a quotation from Senior’s “Suggestions on 
Popular Education,”! submitted to the Royal Com- 
mission in 1861: 


“We may look forward to the time when the laboring 
population may be safely entrusted with the education of 
their children; but no Protestant country believes that this 
time has come and I see no reason to hope for it until 
generation after generation has been better and better 
educated... . 

“If the continuance of the assistance and superinten- 
dence, in one form or another, of the government is neces- 
sary for that purpose—and I think I have shown it to be 
so—we must recommend that continuance, though we may 
treat it only as a means of preparing the laboring classes 
for a better, but remote state of things, when that assist- 
ance and superintendence shall no longer be necessary.” 


Senior thought the “remote state of things” would 
come about “in the latter part of the twentieth 
century.” 

Marshall held similar views, but for a different 
reason. He clearly believed that economic progress 
would soon raise the whole gamut of incomes above 
the poverty line and that with it would come moral 
progress sufficient to ensure a wise expenditure of 
those incomes. There is a very significant paragraph 
in his evidence before the Royal Commission on the 
Aged Poor (1893) : 


“Question 10356: Have you given any consideration or 
formed any opinions as to the possibility of a universal 
scheme of pensions? 

“Yes, there are two especially that I think have a great 
deal to be said for them, Mr. Charles Booth’s and Mr. 
Moore Ede’s modification of Mr. Charles Booth’s. My 
objections to them are that their educational effect, though 
a true one, would be indirect; that they would be expensive; 
and that they do not contain, in themselves, the seeds of 
their own disappearance. I am afraid that, if started, 
they would tend to become perpetual. I regard all this 
problem of poverty as a mere passing evil in the progress 
of man upwards; and I should not like any institution 
started which did not contain in itself the causes which 
would make it shrivel up, as the causes of poverty itself 
shriveled up.” (My italics.) 


PRESENT ALTERNATIVES 


Now, our first reaction may be that this point of 
view is completely out of date. But what are the 
alternatives? One alternative, which is not far re- 


1] am indebted to Mr. E. P. Hennock for drawing my attention 
to this work. 
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moved in principle from the first, is that the state 
social services should be confined strictly to the relief 
of poverty, to assisting those who have temporarily 
fallen below the poverty line (as currently defined) 
and bringing them up to the subsistence level, but 
nothing more. There would always be a few such 
people but their numbers would dwindle as the stand- 
ard of living rose. Marshall thought of the voluntary 
services, especially the Charity Organization Society, 
as performing this function. The Webbs thought the 
state could do it better, for various reasons, political 
and economic; but even the Fabians would have 
regarded the social services as a continuing institution 
which impinged temporarily on the lives of the citi- 
zens, which gave them help at times of special need. 
And, of course, the whole emphasis of the Webbs’ 
Minority Report of the Poor Law Commission (1909) 
was on preventive services which aimed at removing 
the causes of poverty. 

All this has, however, given way to something 
basically different. Without realizing it, we may be 
drifting into a system in which everyone becomes 
permanently dependent on the state for certain basic 
needs and will inevitably become more and more de- 
pendent. Not only are the social services no longer 
self-liquidating; they are self-propagating. 


Strand One 


There are several strands in this development. The 
first strand was spun by Beveridge, who established 
the principle that all National Insurance benefits 
should be paid as of right and universally irrespective 
of the needs of the beneficiary. This was an under- 
standable reaction against the means tests required 
if benefits were paid according to individual need, 
and against the class distinctions of the prewar insur- 
ance system, which was limited to the lower income 
groups. But the principle means that, even if we 
could all afford to finance our own periods of illness, 
unemployment, maternity and old age, we should still 
go on drawing out of the Insurance Fund, if only be- 
cause we had had to pay so much into it, both in con- 
tributions and in taxes. There seems to be no pros- 
pect of breaking this system of taking in each other’s 
washing, even though each of us were able, and would 
much prefer, to do his own. 


Strand Two 


The second strand is the principle that all benefits, 
including pensions, should be at subsistence level. 
This sounds reasonable enough and might be so were 
it not for a number of complicating factors. One is 
that pensioners are a growing proportion of the popu- 
lation, so that subsistence level pensions tend to be 
(though as Mr. Hopkin showed in the recent issue 
of this Review they need not necessarily be) a grow- 


ing proportion of the national income. Behind this 
lies the more subtle complication that, as our stand- 
ard of living rises, the definition of the subsistence 
level and the poverty line becomes more generous. 
One suspects that by Rowntree’s 1900 standards there 
is no poverty at all in this country now. This does 
not mean that Rowntree was then a hard-hearted, 
cold-blooded young statistician and nothing more. He 
was just as full of human sympathy and concern for 
his fellow men as he is now. But he had to take his 
standards from the economic and social climate of 
the time. 

By the 1950’s those standards have become quite 
unacceptable. We must allow for some conventional 
necessities, for some luxury spending, for variations in 
rent and for the fact that, as a recent P.E.P.1 inquiry 
shows, people forced to cut their spending because of 
unemployment will in many cases cut down on food 
and clothes first and try to keep up private insur- 
ance payments, children’s pocket money, cigarettes, 
cinemas and football pools. The latest suggestion is 
that the poverty line should be drawn, not at that 
level of income which would cover the cost of the bare 
necessities for subsistence if it were spent entirely on 
them, but at that level of income at which in fact, as 
shown by budget surveys, people do buy, amongst 
other things, the minimum necessaries for subsistence. 

This amounts to raising the primary poverty line 
to the same level as the secondary poverty line. The 
whole problem has been made worse by inflation and 
the resulting disparity between minimum wages, as- 
sistance payments and insurance pensions, which tend 
to chase rising prices at different speeds. May it not 
be that public opinion will never accept a definition 
of the subsistence level such that there will in fact be 
nobody below it? More than this: it is not unreason- 
able to say that the level will rise faster than our stand- 
ard of living—and the growing political influence of 
the pensioners will intensify this movement. 


Strand Three 


The third strand is the growing predominance in 
the social services of those community services which 
set out to provide, not minimum standards, but the 
“best possible” standards, namely health and educa- 
tion. When the Health and Education acts were 
framed, many of us thought that with the help of 
doctors and psychologists, interviews and examina- 
tions we could decide exactly how much of these com- 
modities each person needed, and that this amount 
would be reasonable in relation to our national income. 
In fact, the borderline between sickness and health 
and between complete and incomplete education can 
be drawn wherever we choose; it is limited not by 
technical but by economic considerations. 

1Political and Economic Planning. 
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We know only too well that we could always spend 
more money on education if it were available; and 
there has recently been published a fascinating book 
by a Cambridge doctor (Ffrangcon Roberts: “The 
Cost of Health”) which shows that as a result of the 
progress of medical science there is no upper limit 
to the amount we could spend on preventing and alle- 
viating disease, especially of the aged. The wonderful 
new drugs which we now have enable us to live longer 
and longer, to enjoy more and more expensive ail- 
ments. Shaw’s “Doctor’s Dilemma” is truly with us 
now, it seems, but where he least expected it—in a 
National Health Service. 


Strand Four 


The fourth strand is being spun, surprisingly 
enough, by a group of liberals, whom one would not 
expect to be advocates of state paternalism. The 
chief among them are Lady Rhys-Williams, Professor 
Meade and Mr. Alan Peacock.1 The alarm of these 
good people at the growing complexity of the systems 
by which taxation is levied and social service benefits 
of all kinds are distributed has led to a passionate de- 
sire to tidy up the mess and to introduce a uniformly 
simple scheme of flat rates of tax and flat rates of 
basic allowance. The schemes vary in detail, but they 
all involve the payment by the state of a social divi- 
dend or basic allowance to every citizen. 

We are not here concerned about the rigidities and 
anomalies of these schemes or about their effect on 
incentives. But we must express astonishment that 
the authors see no danger in perpetuating a system by 
which a considerable part of the national income is 
redistributed through the state social services. Al- 
though the results, in terms of net income received, 
may appear to be much the same, there is surely all 
the difference in the world between a régime in which 
a few unfortunate people receive occasional and tem- 
porary benefits to tide them over their misfortune 
and one in which a large slice of everybody’s income 
is continually channeled through the state. The ab- 
sence of any direct links between what the individual 
puts in and what he takes out, the political situation 
that must arise when any kind of inequality of dis- 
tribution is discussed, and the sheer paternalism of it 
all, suggest a rapid disappearance of that small stream 
of the national income which does not go through the 
social service pool, and a move towards the complete 
state control of all incomes. 


The Final Strand 


The final strand is spun by those who see partici- 
pation in the social services as “the mark of citizen- 
ship.” This being so, the emphasis must always be 


1Lady Rhys-Williams: “Something to Look Forward¥To.” J. E. 
Meade: “Planning and the Price Mechanism.” A. T. Peacock: ‘““The 
Economics of National Insurance.” 
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on universality and equality of benefits. It is an atti- 
tude which had its roots in wartime experience, and 
we can best understand it by reading Professor Tit- 
muss’ excellent volume in the Official War History, 
“Problems of Social Policy,” but he developed it briefly 
in a broadcast printed in The Listener on February 14, 
1952. Suffice it to say that those who would like to 
see more community and less individuality among 
us, and those who would like to see more state control 
of our affairs, both find acceptable this idea of partici- 
pation in the social services as the badge of citizen- 
ship. To the “benefits as of right irrespective of 
means” principle of Beveridge, and the administra- 
tive simplicity of the food subsidy and the Rhys- 
Williams basic allowance, is added a philosophy of 
communal equalitarianism which regards every ex- 
pansion of the state social services as “progressive” 
and every limitation as “reactionary.” 

We may therefore summarize the long-term con- 
flict of policy as follows: On the one hand, we may aim 
at a system of social services which removes poverty 
by making everybody poor (or everybody rich, ac- 
cording to how you look at it), by giving no benefits 
unless they are universal, and by socializing the na- 
tional income. On the other hand, we may aim at a 
system of social services which removes poverty by 
raising those below the poverty line above it, by giv- 
ing selective benefits to groups of people in need, 
adopting either a means test or the method of insur- 
ance categories, and by looking forward to the day 
when social services will no longer be necessary be- 
cause the standard of living of even the lowest in- 
come groups is above the poverty line. 

We have found that there are powerful forces work- 
ing towards the former system. It remains to inquire 
what we should need to do if we wanted to arrest this 
trend. For those who would regard the self-liquida- 
tion of the social services as too extreme an objective, 
let us put the problem as that of combining social 
security with individual freedom. 


IV. Social Security and Individual Freedom 


The first requirement is full employment without 
inflation. This is too big a subject to be discussed 
here, but from the narrow financial point of view only 
it is quite clear that heavy unemployment, on the 
one hand, and rapidly rising prices, on the other, each 
increase enormously the number of people dependent 
on the Exchequer for their basic or supplementary 
incomes. 

The next requirement is a more rigid definition of 
the subsistence level. This is not, as some will in- 
dignantly protest, a harsh and callous advocacy of 
grinding the faces of the poor. Nor does it mean that 
the poverty line should never be raised. It simply 
calls for a recognition of the fact that if we want to 
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cure poverty there must be some standard at which 
we expect to do so. If our ideas of where the subsist- 
ence level should be are always several leaps ahead of 
our achievements through economic progress and re- 
distribution of incomes, we shall never cure poverty. 
In that case we should be honest and admit that we 
are really aiming not at relieving poverty but at re- 
moving inequality. 

A third requirement is the solution of the means 
test problem and the extension of the insurance prin- 
ciple. At this point we may usefully take account of 
the views of two Conservative M.P.s, Mr. Iain Mac- 
leod (now Minister of Health) and Mr. J. E. Powell. 
In The Social Services—Needs and Means, a pamphlet 
published by these gentlemen in 1949, and more par- 
‘ticularly in a broadcast talk by Mr. Powell (replying 
to Professor Titmuss and published in The Listener 
on April 17, 1952) we have the following argument. 
The social services should be the means by which the 
strong help the weak. This being so, the weak must 
be defined in some way which necessarily implies a 
test of means. 

But whereas the old Poor Law applied one general 
destitution test to every individual applicant, the 
social legislation of the last forty years separated 
out different types of social service with different 
types of means test, some of which operated at sub- 
sistence level, some above it. Since the war inflation 
has forced increasing numbers of people to seek help 
from the National Assistance Board; insurance bene- 
fits have fallen behind the rise in prices, and one in 
five is now supplemented by the Assistance Board; 
Health Service charges have been introduced and 
those in need can go round the corner after paying 
them and recover them from the Assistance Board. 
In this way, more and more people are becoming sub- 
ject to the subsistence means test of the N.A.B.—in 
other words we are going back to the single destitution 
test of the Poor Law. 


A FEEBLE NOTE 


The Conservative pamphlet ends on a very feeble 
note by saying (1) that measures to stabilize the 
value of money are outside its scope; (2) that to tie 
benefits to the cost-of-living index is “not feasible”; 
(3) that insurance contributions must be raised— 
but not the employer’s premium, because it enters into 
the cost of exports, and not the Exchequer premium, 
because it bulks so large in the budget! 

Powell’s broadcast, however, takes us further along 
the road of long-term policy. He says there: 


“If we believe in the maintenance of property, then in 
the social services we should guarantee not a common 
standard but a minimum standard. Thus benefits should 
be concentrated where they are needed. We must therefore 
ascertain need but not necessarily by a means test. We 
must limit the area of need as far as possible and make 


as large a section of the community self-providing as pos- 
sible in the basic needs of the individual and the family. 


It is difficult to discover what exactly these gentle- 
men want; but if they are saying that we must identify 
and assist those in need by some other method than 
the type of means test administered by the National 
Assistance Board, they recognize an important social 
fact. For it is abundantly clear that this type of 
means test is unpopular, because people resent inquiry 
into their personal circumstances; and also unsatis- 
factory, because it is wasteful of skilled manpower 
and often breaks down over the difficulty of deciding 
what personal assets and resources should be ignored 
in the assessment of means. 


INSURANCE EXTENSION 


May it not be that the solution lies, not in a hotch- 
potch of different types of means test, discriminatory 
charges and the like, but simply in an extension of the 
principle of insurance? There is evidence to show that 
the idea of insurance, social or private, is acceptable 
to the general public, whereas the idea of charity, 
public or private, is not. People have got into their 
heads that insurance benefits are something they can 
claim quite unashamedly: they have a right to them 
because they have contributed. 

They have also got into their heads that “free” 
benefits are immoral, and confusion is increased by 
the fact that most people still think the Health Service 
is financed out of insurance contributions. If we 
could make national insurance more genuine, in the 
sense of transferring benefits from the fortunate to 
the unfortunate (on the Friendly Society pattern), 
and in the sense of saving up for old age (in the man- 
ner of life insurance) , and make it less equalitarian (in 
the sense of being increasingly financed out of general 
taxation), we might achieve security without means 
tests and without charity. 

A further requirement is the adoption of some logical 
principles by which people would pay for part at 
least of the services of health and education. Have 
we not yet reached the stage envisaged by Senior 
where most of those who can afford to pay for these 
services can be trusted to do so? Is it not possible, 
by a combination of payment for the less costly serv- 
ices and insurance for the more costly, to introduce 
some relationship between what people pay in and 
what they take out—since, as we have shown, there 
are no “technical” limits to our needs for these 
services? 

Finally, we shall not stop the self-propagation of 
the social services unless we believe profoundly in 
the right of people to earn and spend their incomes as 
they wish. Let us be clear about this. We are not 
crying laissez faire in the sense of doing nothing to 
help those in need. We are simply saying that it is 
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better to help them by methods which can be liqui- 
dated when they no longer need help than by methods 
which make them permanently dependent. 


Postscript 


In conclusion, we must consider the latest contri- 
butions to the debate, which came to hand after the 
bulk of this article had been written. The first is a 
most penetrating essay by Mrs. Barbara Wootton on 
“The Labor Party and the Social Services,” in the 
Political Quarterly for January-March, 1953. Profes- 
sor Jewkes once said that Mrs. Wootton had the habit 
of “giving up what would normally be regarded as her 
queens and bishops in the game, and then proceeding 
to put up a novel and most prickly defense with her 
pawns.” Here is the paragraph in which, in this essay, 
she performs the first part of the trick: 


“The financial overhaul, together with all the bits and 
pieces that go to make improvement in the social services, 
can be put in hand without much reference to other chap- 
ters in the party program. But anything beyond these 
brings us up against the fact that a program is, or should 
be, the reflection of a philosophy, and that its parts are 
interdependent in terms of that philosophy. The social 
services, being hearty spenders of public money, must take 
their place in a list of priorities. Till that place is known, 
no intelligent planning is possible. It hardly needs to be 
said that everything depends upon the general economic 
situation, upon the degree of priority assigned to rear- 
mament, and upon the size of the hole which military 
expenditure continues to make in the budget. The direct 
impact of these issues upon social service policy appears in 
terms of money: but the figures of course are merely the 
outward and visible sign of political and, indeed, moral 
judgments. 

“Certainly the future design of the social services waits 
upon some clearer decision as to what these services are 
supposed to be for. In particular, are they intended to con- 
tribute to a policy of social equality? Or are they just 
part of the national minimum program enunciated in the 
earlier work of the Webbs—measures to secure that no- 
body starves, or is too poor to see a doctor, or lacks a 
rudimentary education? It is the answers to these ques- 
tions which must govern the whole future of our social 
services.” 


The pawns, however, are very prickly; for, in setting 
out the various tasks that await the next Labor Gov- 
ernment, Mrs. Wootton quite clearly assumes that 
social equality and state control are the over-riding 
criteria. 

First, there must be an administrative overhaul 
which will make the social services as good in practice 


NOVEMBER, 1953 


435 


as they sound in theory. The whole structure suffers, 
she says, from “elephantiasis.” It is too big, but she 
will not allow any modifications that would make it 
smaller—any move in Mr. Powell’s direction of “mak- 
ing as large a section of the community self-providing 
as possible.” The elephant must remain, but its 
keeper must make it run; and so it all comes down to 
hoping and praying for a super-Minister “with fire in 
his belly” who will solve all the problems. 

Then, we must have a financial overhaul to replace 
the present “complicated” and “inequitable” system 
by one that is simpler and more uniform. She admits, 
with characteristic candor, all the defects of the exist- 
ing National Insurance scheme, and comes very near 
to suggesting that adequate benefits for those who 
need them should be provided out of general taxation. 
But no; the benefits, whether adequate or not, must 
be universal; so she plunges for a modified form of the 
Rhys-Williams scheme (after deploring the fact that 
it has already been adopted by the Liberals) . 


ON THE ALTAR OF EQUALITY 


Similar sacrifices on the altar of equality are made 
on every page of the Labor Party’s statement of 
policy, “Challenge to Britain,” issued as this article 
goes to press. In this case, however, there is not even 
Mrs. Wootton’s frank recognition of a long-term 
choice between the use of selective services to relieve 
those in need and the provision of equal and universal 
benefits irrespective of need. 

The first stage in this program is the establishment 
of standard, free services for all: more comprehensive 
schools, state scholarships for every accepted student, 
national insurance benefits tied to the cost of living, 
health services without any charges, and the bringing 
of basic foodstuffs “within the reach of all by subsidies 
and other methods.” There is frequent insistence on 
the best standards, of course, but the principle remains 
that everything must be free and equal—except the 
progressive taxation out of which it is all financed. 

Then comes the “taking over” of the public schools, 
state control of university teaching, a “special exami- 
nation” of all private insurance and superannuation 
schemes, and so on. In no part of this enormous field 
must there be any prices, in no part must people be 
allowed to decide how much of their incomes to spend 
on these goods and services. 

Is this really what we mean by social security? As 
we said earlier, the relief of poverty and the pursuit of 
equality are not the same thing. 
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(Continued from page 417) 


cal trough of government bond prices and that economic 
forces will operate in the direction of higher bond prices in 
the course of 1954. However, the problem of funding the 
debt will be a market influence for a long time ahead. As a 
result, a moderate business downturn is unlikely to lead to 
a repetition of the excessively easy credit and low interest 
rates that were generally characteristic of market conditions 
in the past two decades.” 

Dr. Marcus Nadler, Graduate School of Business Adminis- 
tration, New York University—(in an address at the In- 
vestment Seminar of the New York State Bankers Associ- 
ation, September 11)—“ . . one cannot expect during 
the next twelve months any material change in long-term 
rates of interest. It is, however, quite possible that the 
spread between the yields of long-term high-grade corporate 
bonds and those of government obligations will narrow. The 
rather sharp decline in prices of government bonds on a 
relatively small volume of trading in the spring has demon- 
strated that these securities do not possess any greater sta- 
bility than high-grade corporate obligations. This experi- 
ence will contribute to the narrowing of the spread between 
the two types of securities.” 


Retail Sales 


Women’s Wear Daily (October 7)—“The majority of a 
country-wide representation of 110 retailers . . . say that 
business this Christmas and next year will be ahead of com- 
parable periods. 

“While attending the first regional clinic of the National 
Retail Dry Goods Association, they answered twenty-seven 
questions about retailing. Half of them said Christmas busi- 
ness will increase 1% to 5%, 21% said business would in- 
crease over 5%. Ten per cent said business would be down 
1% to 5%, and 19% said it would remain even.” 

Daily News Record (September 18) —‘“Hosiery trade pros- 
pects for the remainder of 1953 were considered good by 
the board of the National Association of Hosiery Manu- 
facturers. . . . 

“The board’s optimism was founded on the following 
points: (1) total sales in all hosiery lines are running close 
to last year’s record levels; (2) demand for wider varieties 
of colors and constructions in both men’s and women’s goods 
was considered a hopeful sign for the fall-winter season; 
and (3) infants’ wear manufacturers expect record sales in 
view of high birth rate.” 

Women’s Wear Daily (October 29)—The nation’s re- 
tailers not only expect Christmas business to be as good or 
better than last year but are optimistic about prospects for 
1954. This outlook was expressed by Rowland Jones, Jr., 
president of the American Retail Federation. . . .” 


Consumer Credit 


John Reilley, vice-president, The Pennsylvania Company 
for Banking and Trusts (in an address before the National 
Association of Bank Auditors and Comptrollers, October 
20) —“The outlook for the nation as a whole indicates that 


although instalment credit may not rise very far above the 
present plateau, there is little reason to assume a decline of 
any consequence. Today we find a very high proportion of 
all American families using this method of paying, for at 
least one or more durable goods purchases. It is also obvious 
that, as resistance builds up in the automobile and house- 
hold appliance markets, a greater emphasis will be placed on 
instalment selling which will add further to the demand for 
this type of credit.” 


Chemicals 


Leland I. Doan, president, The Dow Chemical Company 
(in a talk before the Cleveland Society of Security Analysts, 
October 13) —“. . . From where we stand today it appears 
that for the immediate future, that is, during 1954 particu- 
larly, we may see some softening of prices and possibly some 
decline in total dollar value of production. I say ‘possibly’ 
because there will be some compensating forces at work so 
that when we take chemical production and lump it all to- 
gether . . . if there is a decline it should not exceed 10%. 

“There will probably be some lag in old-line industrial 
chemicals and drug intermediates, the latter of which are 
currently suffering both from imports of foreign materials 
and the development of new medicinals. Ethylene glycol for 
anti-freeze has had an unfavorable inventory condition which 
seems likely to continue into 1954, and any reduction in auto- 
mobile sales would tend to aggravate this. A reduction in 
output of synthetic rubber is in prospect because of reduced 
prices of natural rubber, and in pesticides, for example, 
some products are becoming surplus as newer products re- 
place them. 

“On the other hand, we feel that petrochemicals will con- 
tinue to offer the best prospects for next year. Within this 
group, plastics, synthetic fibers, synthetic detergents, resins 
for protective coatings and chemicals for pesticides and 
herbicides should show the greatest growth. Chlorinated 
products, both for solvent usage and for chemical manufac- 
ture also look good.” 


Steel 


American Metal Market (October 2) —“By 1975, steel pro- 
duction in this country may reach a level of about 162 mil- 
lion net tons as compared with an estimated output this 
year of more than 112 million tons, according to William C. 
Wheeler, business consultant. In his address before the As- 
sociation of Iron and Steel Engineers . . . he predicted that 
about 30% of the 1975 output would consist of electric 
furnace carbon steel ingots.” 


Barron’s (September 21) —“ . . . The largest user of steel 
is the automobile industry, which will not always produce 
6 million cars per year. But neither Ford nor General 
Motors are apparently too much concerned about 1954; and 
a 15% drop in total automotive output would cut steel op- 
erations by only 3%. Manufacturing concerns, including 
the steel industry itself, will almost certainly buy less 
plant and equipment next year than this. But a 10% drop 
in such outlays would scarcely bust the steelmasters who 
also supply the oil and gas industry, the utilities, and many 
other users whose business is less subject to cyclical fluc- 
tuation. Finally, while construction of new homes may not 
maintain its 1-million-per-year level, there may well be in- 
creased demand for steel for bridges, highways, and other 
public works.” 
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